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Securities and Exchange Commission
Office of International Corporate Finance
Room 3099
450 Fifth Street, NW ¥
Washington D.C. 20549 SU P P L
United States
Your ref, Your message Qur ref. Extension Essen
UM -486 23.10.07

File No. 824883 - Frequent Issuer Status of
Hypothekenbank in Essen AG

Dear Sir or Madam,

Please find enclosed Essen Hyp s website as of September 30, 2007
(English version) and Essen Hyp’s Half-year Financial Report as of June
30, 2007 (English version).

We would be obliged if you could confirm that you have received this
information by returning the enclosed answer form to us.

Thank you very much for your assistance.

Yours faithfully,
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Hypothekenbank in Essen
Aktiengeselischaft

D

Gildehofstrasse 1
45127 Essen

Germany
www.essenhyp.com
info@essenhyp.com
Tel.: +49 201 81350
Fax: +49 201 8135-200

Bank Details:

Deutsche Bundesbank
Filiale Essen

Account No.: 360 096 10
BIC Code: HYES DE 3E
IBAN No.:
DEST360000000036009610

Commerzbank AG

Bank Code 360 400 39
Account No.: 177 64 75
IBAN No.:
DES3360400390177647500
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_FINAL TERMS
ENDGULTIGE BEDINGUNGEN

3 August 2007
3. August 2007
Fihal Terms
Endgiiltige Bedingungen

3.375 per cent Public-Sector Pfandbriefe due 7 January 2016
issued pursuant to the

3.375% Offentiiche Pfandbriefe fillig am 7. Januar 2016
begeben aufgrund des

Euro 30,000,000,000

Essen Hyp Debt Issuance Programme i‘ e o
dated 11 May 2007 cLy ””:
datiert 11. Mai 2007 z U
of cT =
der - U A
- — “?
Hypothekenbank in Essen Aktiengeselischaft ! .l._s

Issue Price: 100.715 per cent.
Ausgabepreis: 100.715 %

Issue Date: 7 August 2007
Tag der Begebung: 7. August 2007

Series No: HBETN3
Serien Nr.: HBE1N3

These are the Final Terms of an issue of Notes (which term, where applicable, shall include
Piandbriefe) under the Euro 30,000,000,000 Debt Issuance Programme of Hypothekenbank in Essen
Aktiengesellschaft  {the “Programme"). Full information on Hypothekenbank in Essen
Aktiengesellschaft and the offer of the Notes is only available on the basis of the combination of the
Debt Issuance Programme Prospectus pertaining to the Programme dated 11 May 2007 (the
“Prospectus") and these Final Terms. The Prospectus and any supplement thereto is available for
viewing in electronic form on the website of the Luxembourg Stock Exchange (www.bcurse.lu) and on
the website of Hypothekenbank in Essen Aktiengesellschaft
(www.essenhyp.com/en/bonds_notes/securities_ prospectus.php) and copies may be obtained from

Hypothekenbank in Essen Aktiengesellschaft, Transaction Banking, Gildehofstrasse 1, D-45127
Essen, Federal Republic of Germany.

Dies sind die Endgliltigen Bedingungen einer Emission von Schuldverschreibungen (dieser Begriff
schliefit an geeigneter Stelle Pfandbriefe ein) unter dem Euro 30.000.000.000 Debt Issuance
Programm der Hypothekenbank in Essen Aktiengesellschaft (das "Programm®). Vollstdndige
Informationen Uber die Hypotheken Bank in Essen Aktiengesellschaft und das Angebot der
Schuldverschreibungen sind nur verfligbar, wenn die Endgditigen Bedingungen und der Basisprospekt
vom 11. Mai 2007 (ber das Programm (der "Prospekt”) zusammengenommen werden, Der Prospekt
sowie feder Nachtrag kénnen in elektronischer Form auf der Internetseite der Luxembourg Stock
Exchange (www.bourse.lu) und der Internetseite der Hypothekenbank in Essen Aktiengesellschaft
(www. essenhyp. com/en/bonds_notes/securities_prospectus.php) eingesehen werden. Kopien sind

erhélilich unter folgender Adresse: Hypothekenbank in Essen Aktiengesellschaft, Markifolge Treasury,
GildehofstraBe 1, D-45127 Essen, Bundesrepublik Deutschiand.




Part |. TERMS AND CONDITIONS
Teil I. EMISSIONSBEDINGUNGEN

The Conditions applicable to the Notes (the "Conditions”) and the German or English language
translation thereof, if any, are attached to these Final Terms. They replace in full the Terms and
Conditions of the Notes as set out in the Prospectus and take precedence over any conflicting
provisions in these Final Terms,

Die fir die Schuldverschreibungen geltenden Bedingungen (die ‘Bedingungen’) sowie gine etwaige
deutsch- oder englischsprachige Ubersetzung sind diesen Endgiiftigen Bedingungen beigefiigt. Die
Bedingungen ersetzen in Gédnze die im Prospekt abgedruckten Emissionsbedingungen der
Schuldverschreibungen und gehen etwaigen abweichenden Bestimmungen dieser Endgditigen
Bedingungen vor.




PART |. A. Notes other than Participation Certificates
TEIL I. A. Schuldverschreibungen, die keine Genussscheine sind

Issuer Hypothekenbank in Essen
Emittentin Aktiengesellschaft

Form of Conditions
Form der Bedingungen

O Long-Form
Nicht-konsolidierte Bedingungen

Integrated
Konsolidierte Bedingungen

Language of Conditions
Sprache der Bedingungen

O German only
ausschliief3lich Deutsch

O English only
ausschlief3tich Englisch

O English and German (English controlling)
Englisch und Deutsch (englischer Text maf3geblich)

German and English {(German controlling)
Deutsch und Englisch (deutscher Text mafigeblich)

Currency, Denomination, Form, Certain Deflnitlons (§ 1)
Wahrung, Stiickelung, Form, Definitionen (§ 1)

Currency and Denomination

Wahrung und Stickelung

Specified Currency Swiss Francs ("CHF")
Festgelegte Wahrung Schwelzer Franken
Aggregate Principal Amount CHF 150,000,000
Gesamtnennbetrag CHF 150°000'0G0
Specified Denomination(s) CHF 5,000
Festgelegte Stiickelung/Stiickelungen CHF 5000
Number of Notes to be issued in each Specified Denomination 30,000

Anzahl der in feder feslgeleglen Stlickelung auszugebenden 30000
Schuldverschreibungen

Minimum Transfer Amount (specify) CHF 5,000
Mindestnennbetrag fir Ubertragungen (angeben) ' CHF 5000

Form

Form

O Notes

Schuldverschreibungen
Pfandbriefe

O Mortgage Pfandbriefe
Hypothekenpfandbriefe

Public-Sector Pfandbriefe
Offentiiche Pfandbriefe




New Global Note No
New Global Note Nein

X TEFRAC
TEFRAC

X Permanent Global Note
Dauerglobalurkunde

DO Temporary Gicbal Note exchangeabie for:
Vorldufige Globalurkunde austauschbar gegen:

O Definitive Notes
Einzelurkunden

O TEFRAD
TEFRA D

Temporary Global Note exchangeable for:
Vorldufige Globalurkunde austauschbar gegen.

O Permanent Global Note
Dauerglobalurkunde

O Definitive Notes
Einzelurkunden

O Neither TEFRA D nor TEFRA C
Wecder TEFRA D noch TEFRA C

O Permanent Global Note
Dauerglobalurkunde

O Temporary Global Note exchangeable for:
Vorldufige Globalurkunde austauschbar gegern:

O Definitive Notes
Einzelurkunden

Definitive Notes No
Einzelurkunden Nein

O Coupons
Zinsscheine

O Talons
Talons

0O Receipts
Rickzahlungsscheine

Certain Definitions
Definitionen

Ciearing System
Clearing System

O Clearstream Banking AG
Neue BoérsenstraBe 1
D-60487 Frankfurt am Main

O Euroclear Bank SA/NV
1 Boulevard du Roi Albert I\
B-1210 Brussels




O Clearstream Banking, société anonyme
42 Avenue JF Kennedy
L-1855 Luxembourg

O The Depository Trust Company
55 Water Street
New York, NY 10041-0099
USA

= Other (specify)
Sonstige (angeben)

STATUS (§ 2)
STATUS (§ 2)

X Unsubordinated
Nicht-nachrangig

O Subordinated
Nachrangig

INTEREST (§ 3)
ZINSEN (§ 3)

O Fixed Rate Notaes
Festverzinsliche Schuldverschreibungen
Rate of interest and interest Payment Dates
Zinssatz und Zinszahlungstage

Interest Commencement Date
Verzinsungsbeginn

Rate of Interest
Zinssalz

Fixed Interest Payment Date(s)
Feste(r) Zinszahlungstag(e)

First Interest Payment Date
Ersteg Zinszahlungstag

Initial Broken Amount(s) (per specified denomination)

Anféngliche(r) Bruchteilzinsbetrag(-betrage)
(fiir jede festgelegte Stickelung)

Fixed Interest Date preceding the Maturity Date
Festzinstermin, der dem Félligkeitstag vorangeht

Final Broken Amount(s} {per specified denomination)

Abschliefiende(r) Bruchteilzinsbetrag(-betrédge)
(fr jede festgelegie Stickelung)

O Fleating Rate Notes
Variabel verzinsliche Schuldverschreibungen
Interest Payment Dates
Zinszahlungstage

Interest Commencement Date
Verzinsungsbeginn

Specified Interest Payment Dates
Festgelegte Zinszahiungstage

Specified Interest Period(s)

SIS SegalnterSettle AG, Olten, Switzerland

7 August 2007
7. August 2007

3.375 per cent. per annum
3.375% per annum

7 January in each year
7. Januar in jedem Jahr

7 January 2008 (short coupon)
7. January 2008

CHF 70.3125
CHF 70.3125

7 January 2016
7. Januar 2016

not applicable
nicht anwendbar




Festgelegte Zinsperiode(n)

Business Day Convention
Geschdftstagskonvention

O Modified Following Business Day Convention
Modifizierte Folgender Geschéftstag-Konvention

0 FRN Convention (specify period(s)
FRN Konvention (Zeitraum angeben)

O Following Business Day Convention
Folgender Geschdftstag-Konvention

O Preceding Business Day Convention
Vorangegangener Geschéftstag-Konvention

Relevant Financlal Centres
Relevante Finanzzeniren

Rate of Interest
Zinssatz

Screen Rate Determination
Bildschirmfeststelfung

O EURIBOR (Brussels time/TARGET Business Day/Interbank
Market in the euro-zone)
EURIBOR (Brisseler Ortszeit/ TARGET Geschadftstag/
Interbanken-Markt in der Euro-Zone)

Screen page
Bildschirmseite

O LIBOR (London time/London Business Day London
Interbank Market)
LIBOR (Londoner Ortszeit/Londoner Geschéftstag/
Londoner interbanken-Markt)

Screen page
Bildschirmseite

0O Other (specify)
Sonstige (angeben)

Screen page
Biidschirmseite

O Formula
Formel
(set forth details in full here or in an attachment)
(Einzelheiten hier oder in einer Anlage einfigen)

Reference Banks {if other than as specified in § 3(2)) (specify)
Referenzbanken (sofern abweichend von § 3 Absatz 2) (angeben)

ISDA Determination
ISDA-Feststellung

Other Method of Determination (insert details (including
Margin, Interest Determination Date, Reference Banks,
fall-back provisions))




Andere Methoden der Bestimmung (Einzelheiten angeben
(einschiieBlich Zinsfestlegungstag, Marge, Referenzbanken,
Ausweichbestimmungen))

Margin
Marge

O plus
plus

O minus
minus

Interest Determination Date
Zinsfestlegungstag

O second Business Day prior to commencement of Interest Period
zweiter Geschdftstag vor Beginn der jewelligen Zinsperiode

O first day of each Interest Period
erster Tag der jeweiligen Zinsperiode

O other (specify)
sonstige (angeben)

Minimum and Maximum Rate of Interest
Mindest- und Hochstzinssalz

O Minimum Rate of Interest
Mindestzinssatz

O Maximum Rate of Interest
Hdchstzinssatz

0O Zero Coupon Notes
Nulikupon-Schuldverschreibungen

Accrual of Interest
Auflaufende Zinsen

Amortisation Yield
Emissionsrendite

O Dual Currency Notes
Doppelwadhrungs-Schuldverschreibungen

(set forth detalls in full here (including exchange rate(s)

or basis for calculating exchange rate(s) to determine
interest, a description of any market disruption

or settlement disruption events that affect the underlying and
adjustment rules with relation to events concerning the underlying))
(Einzelheiten einfligen (einschlieBlich Wechselkurs(e)

oder Grundliage ftir die Berechnung des/der Wechselkurs(e)
zur Bestimmung von Zinsbetrdgen, eine

Beschreibung etwaiger Stérungen des Markies oder bei der
Abrechnung, die den Basiswert beeinflussen sowie
Korrekturvorschriften in Bezug auf Vorfélle, die den Basiswert
beeinflussen))

O Instalment Notes
Raten-Schuldverschreibungen
{set forth details in full here)
{Einzelheiten einfigen)

O Index-linked Notes




Indexierte Schuldverschreibungen

(set forth details in full here {including index/formula,

basis for calculating interest, a description of any market
disruption or settlement disruption events that aftect the
underlying and adjustment rules with relation to events
concerning the underlying))

{Einzelheiten einfiigen (einschlieBlich des Index/der Formel,
der Grundiage fir die Berechnung der Zinsbelrdge sowie
Beschreibung etwaiger Stérungen des Marktes oder bei der
Abrechnung, die den Basiswert beeinflussen und
Korrekturvorschriften in Bezug auf Vortélle, die den
Basiswert beeinflussen))

O Credit-linked Notes
Credit-linked Notes
(set forth details in full here {including basis for calculating
interest and fall back provisions))
(Einzelheiten einfligen (einschiiefiich der Grundlagen
fur die Berechnung der Zinsbelrdge sowie
Ausweichbestimmungen))

O other structured Notes
andere strukturierte Schuldverschrelbungen
(set forth details in full here (including fall back provisions,
it applicable and the relevant reference date is not available))
(Einzelheiten einflgen (einschliellich Ausweichbestimmungen,
wenn anwendbar und der mafigebliche Referenzsalz nicht
verfiighar ist))

Day Count Fraction
Zinstagequotient

O Actual/Actual (ICMA)

O Actual/Actual (ISDA} (Actual/365)
O Actual/365 (Fixed)

O Actual/360

X3 30/360 or 360/360 (Bond Basis)
O 30E/360 (Eurcbond Basis)

O Other
Anderer

PAYMENTS (§ 4)
ZAHLUNGEN (§ 4)

Payment Business Day
Zahlungstag

Relevant Financial Centre(s) {specify all)
Relevante(s) Finanzzentren(um) (alle angeben)

REDEMPTION (§ 5)
RUCKZAHLUNG (§ 5)

Final Redemption

Zurich, TARGET
Zirich, TARGET




Riickzahlung bei Endfilligkeit

{0 Notes other than Instalment, Dual Currency, Index-linked,
Credit-linked or Structured Notes
Schuldverschreibungen auBer Raten-, Doppelwihrungs-,

Indexferte-, Credit linked- oder Strukturierte-Schuldverschreibungen

Maturity Date
Félligkeitstag

8 Redemption Month
Rickzahlungsmonat

O Final Redemption Amount
Rickzahlungsbetrag

O Principal amount
Nennbetrag

O Final Redemption Amount {per specified denomination)
Rickzahlungsbetrag (flr jede festgelegte Stiickelung)

O Instalment Notes
Raten-Schuldverschreibungen
Instalment Date(s)
Ratenzahiungstermin (g)

Instalment Amount(s)
Ratefn)

Early Redemption
Vorzeitige Riickzahlung

Optional Redemption for Taxation Reasons
Option zur vorzeitigen Rickzahlung aus steuerlichen Griinden

Early Redemption at the Option of the Issuer
Vorzeitige Riickzahlung nach Wahl der Emittentin

Minimum Redemption Amount
Mindestriickzahlungsbetrag

Higher Redemption Amount
Héherer Riickzahlungsbetrag

Call Redemption Date(s)
Wahiriickzahlungstag(e) {Call)

Call Redemption Amount(s)
Wahlrdckzahlungsbetrag/-betrdge (Call)

Minimum Notice to Holders
Mindestkiindigungsfrist

Maximum Notice to Holders
Héchstkiindigungsfrist

Early Redemption at the Option of a Holder
Vorzeitige Riickzahlung nach Wahl! des Gliublgers

Put Redemption Date(s)
Wahiriickzahtungstagfe) (Put)

Put Redemption Amount(s)
Wahiriickzahlungsbetrag/-betrége (Fut)

Minimum Notice to Issuer

7 January 2016
7. Januar 2016

No
Nein

No
Nein

No
Nein




Mindestkindigungsfrist

Maximum Notice to Issuer (never more than 60 days)
Hdchstklindigungsfrist {nie mehr als 60 Tage)

Early Redemption Amount
Vorzeltiger Riickzahlungsbetrag

Zero Coupon Notes:
Nuitkupon-Schuldverschreibungen:

Reference Price
Referenzpreis

Redemption of Notes other than Zero Coupon, Fixed Rate,
Floating Rate and Instalment Notes

Ruckzahiung von Schuldverschreibungen, die weder
Nullkupon-, festverzinsliche, variabel verzinsiiche noch
Raten-Schuldverschreibungen sind

O Dual Currency Notes
Doppeiwihrungs-Schuldverschreibungen
(set forth details in full here (including exchange rate(s)
or basis for caleulating exchange rate(s) to determine
principal/fall-back provisions})
(Einzelheiten einflgen (einschlieflich Wechselkurs(e)
oder Grundiage fir die Berechnung des/der Wechselkurs{e)
zur Bestimmung von Kapitalbetrdgen/Ausweichbestimmungen))

O index-linked Notes
Indexlerte Schuldverschreibungen
(set forth details in full here)
{Einzelheiten einfiigen)

O Credit-linked Notes
Credit-linked Schuldverschreibungen
(set forth details in full here)
(Einzelheiten einfigen)

[0 other structured Netes
andere strukturierte Schuldverschreibungen
(set forth details in full here)
(Einzelheiten einfigen)

SWISS PAYING AGENTS (§ 6}
SCHWEIZER ZAHLSTELLEN (5§ 6)

Paying Agents
Zahistellen
X Swiss Principal Paying Agent/specified office Zurich Cantonalbank
Schweizer Hauptzahistelle/bezeichnete Geschéftsstelle Bahnhofstrasse 9
8001 Zirich
Additional Paying Agent(s)/specified office(s) Bank Vontobel AG
Zahistelle(n)/bezeichnete Geschéfisstelle(n) Bahnhofstrasse 3
BOO1 Zdrich
Pictet & Cie

Route des Acacias 60
1227 Carouge / GE

O Calculation Agent




Berachnungsstelle

O Yes
Ja

X No
Nein

O Required location (specify)
Vorgeschriebenen Ort (angeben)

NOTICES (§ 12)
MITTEILUNGEN (§ 12)

Place and medium of publication
Ort und Medium der Bekanntmachung

Publication
Bekanntmachung

O Germany (electronic Federal Gazstie)
Deutschiand (elektronischer Bundesanzeiger)

O Lendon (Financial Times)
London (Financial Times)

0 Luxembourg (d'Wort)
Luxemburg (d'Wort)

O Germany (B&rsen-Zeitung)
Deutschland (Bérsen-Zeitung)

O Cther (specify)
Sonstige (angeben)

X Pubfication on the website of the stock exchange

Bekanntmachung auf der Website der Bérse

Stock Exchange
Bdrse

Internet Address
Internetadresse

- Governing law
Anwendbares Recht

SWX Swiss Exchange

WWW,.SWX.com

German Law
Deutsches Recht




PART Il. OTHER INFORMATION
TEIL Il. ZUSATZLICHE INFORMATIONEN

Specific Risk Factors
Spezielle Rislkofaktoren

Interest of natural and legal persons involved in the Issue/offer
Interessen von Seiten natlirlicher und juristischer
Personen, die an der Emission/dem Angebot beteiligt sind

01 Save as discussed in the Prospectus under "Interest of Natural
and Legal Persons involved in the Issue/Offer”, so far as the Issuer
is aware, no person invelved in the offer of the Noles has an
interest material to the offer.

Mit Ausnahme der im Prospekt im Abschnitt *Interest of Natural
and Legal Persons involved in the Issue/QOffer* angesprochenen
Interessen bestehen bei den an der Emission beteiligten Personen
nach Kenntnis der Emittentin keine Interessen, die fir das Angebot
bedeutsam sind.

O Other interest (specify)
Andere Interessen (angeben)

Reasons for the offer
Griinde fiir das Angebot

Estimated net proceeds
Geschétzter Nettobetrag der Ertrdge

Estimated total expenses of the issue
Geschdtzte Gesamtkosten der Emission

Eurosystem eligibility
Eurosystem-Fahigkeit

Intended to be held in a manner which would aliow
Eurosystem eligibility

Soll in Eurosystem-fahiger Weise gehalten werden

Securities Identification Numbers
Wertpaplier-Kenn-Nummern

& Common Code
Common Code

ISIN Code
ISIN Code

O German Securities Code
Werlpapier-Kenn-Nummer (WKN)

Any other securities number
Sonstige Wertpapier-Kenn-Nummer

Yield
Rendite

Yield
Rendite

Method of calculating the yield

none
keine

Not applicable
Nicht anwendbar

CHF 149,447,500.00
CHF 149'447'500.00

CHF 8,000
CHF 8'000

No
Nein

031079063

CH0032432053

Swiss Security No.: 3.243.205
Schweizer Valoren Nr:
3.243.205

Not applicable
Nicht anwendbar




Berechnungsmethode der Aendite

O ICMA method: The ICMA method determines the effective interest rate of notes taking into
account accrued interest on a daily basis
ICMA Methode: Die ICMA Methode ermiltelt die Effektivverzinsung von Schuldverschreibungen
unter Berticksichtigung der tdglichen Stickzinsen

O Other methed (specify)
Andere Methode (angeben)

O Historic Interest Rates Not applicable
Zinssétze der Vergangenheit Nicht anwendbar

Name of index
Bezeichnung des Index

Description of index / Details of where information about index can be obtained
Indexbeschreibung / Angaben, wo Informationen
zum Index zu finden sind

Description of interest rate
Beschreibung des Zinssatzes

Other equivalent information regarding the underlying

{(including, in the case of a basket of underlyings, a disclosure

of the relevant weightings of each underlying in the basket)
Sonstige gleichwertigen Informationen beziglich des Basiswertes
(einschiief3lich, im Falle eines Korbs von Basiswerten,

die Angabe der entsprechenden Gewichtungen jedes einzelnen
Basiswertes im Korb)

Comprehensive explanation of how the value of the investment is affected

by the underlying and the circumstances when risks are most evident

Umfassende Erlduterung dariiber, wie der Wert der Anlage

durch den Wert des Basiswerts beeinflusst wird, insb, in den Fillen, Not applicable
in denen die Risiken offensichtiich sind Nicht anwendbar

Market disruption or settlement disruption events that may affect the underlying
Markt- oder Abwickiungsstérungen, die den Basiswert beeinflussen Not applicable
Nicht anwendbar

Adjustment rules with relation to events concerning the underlying
Anpassungsvorschriften in Bezug auf Ereignisse, die den Basiswert betreffen
Not applicable
Nicht anwendbar

O Details relating to the Performance of Rate(s) of Exchange and Explanation of Effect on
Value of Investment
Einzelheiten der Entwickiung des bzw. der Wechselkurse und Erlduterung der
Auswirkungen auf den Wert der Anlage Not applicable
Nicht anwendbar




Selling Restrictions
Verkaufsbeschrdnkungen

The Selling Restrictions set out in the Prospectus shall apply.
Es gelten die im Prospekt wiedergegebenen Verkaufsbeschrdnkungen.

TEFRAC
TEFRAC

O TEFRAD
TEFRAD

O Neither TEFRA C nor TEFRA D
Weder TEFRA Cnoch TEFRA D

0 Additional Selling Restrictions (specify)
Zusétzliche Verkaufsbeschrinkungen (angeben)

Taxation
Besteuerung

Information on taxes on the income from the Notes

withheld at source in respect of countries where the

offer is being made or admission to trading is being socught. none
Informationen tber die an der Quelle einbehaltene keine
Steuer auf Schuldverschreibungen hinsichifich

der Lander in denen das Angebot unterbreitet

oder die Zulassung zum Handel beantragt wird.

Restrictions on the free transferability of the Notes none
Beschrinkungen der freien Ubertragbarkeit der Wertpapiere keine

TERMS AND CONDITIONS OF THE OFFER
BEDINGUNGEN UND KONDITIONEN DES ANGEBOTS

Conditions, offer statistics, plan of distribution and allotment, pricing
Bedingungen, Angebotstatistik, Vertriebs- und Zuteilungsplan, Preisfestsetzung

Conditions to which the offer is subject
Bedingungen, denen das Angebot unterliegt

Time period, including any possible amendments, during which the offer will be open
Frist — einschlielich etwaiger Anderungen — wéhrend der das Angebot vorliegt

X Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfiigen

Description of the application process
Beschreibung des Prozesses flir die Umsetzung des Angebots

B3 Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfigen

A description of the possibility to reduce subscriptions and the manner for refunding excess amount
paid by applicants




Beschreibung der Méglichkeit zur Reduzierung der Zeichnungen und der Art und Weise der Erstattung
des zu viel gezahlten Betrags an die Zeichner

X Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfdgen

Details of the minimum and/or maximum amount of application, (whether in number of notes or
aggregate amount to invest)

Einzetheiten zum Mindest- und/oder Hichstbetrag der Zeichnung (entweder in Form der Anzahl der
Schuldverschreibungen oder des aggregierten zu investierenden Betrags)

X] Not applicable
Nicht anwendbar

[ Specify Details
Einzetheiten einfligen

Method and time limits for paying up the notes and for delivery of the notes
Methode und Fristen fir die Ratenzahiung der Wertpapiere und ihre Lieferung

Manner and date in which resuilts of the offer are to be made public
Art und Weise sowie Termin, auf die bzw. an dem die Ergebnisse des Angebots zu verdffentlichen
sind

X1 Not applicable
Nicht anwendbar

0O Specify Details
Einzelheiten einfigen

The procedurs for the exercise of any right of pre-emption, the negotiability of subscription rights and
the treatment of subscription rights not exercised.

Verfahren fiir die Austbung eines etwaigen Vorzugsrechts, die Markifdhigkeit der Zeichnungsrechte
und die Behandlung der nicht ausgeiibten Zeichnungsrechte

X1 Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfigen

Various categories of potential investors to which the notes are offered
Angabe der verschiedenen Kategorien der potentielien Investoren, denen die Schuldverschreibungen
angeboten werden

& Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfligen

Process for notification to applicants of the amount allotted and indication whether dealing may begin
before notification is made

Verfahren zur Meldung des den Zelchnern zugeteilten Betrags und Angabe, ob eine Aufnahme des
Handels vor dem Meldeverfahren méglich ist

Not applicable
Nicht anwendbar

{1 Specify Detalls
Einzetheiten einfligen




Expected price at which the notes will be offered / method of determining the price and the process for
its disclosure and amount of any expenses and taxes specifically charged to the subscriber or
purchaser.

Kurs, zu dem die Schuldverschreibungen angeboten werden / Methode, miftels deren der
Angebotskurs festgelegt wird und Angaben zum Verfahren fur die Offenlegung sowie der Kosten und
Steuern, die speziell dem Zeichner oder Kdufer in Rechnung gestellt werden.

Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfigen

Placing and Underwriting
Platzierung und Ubernahme

Name and address of the co-ordinator(s) of the global offer and of single parts of the offer and, to the
extent known to the Issuer or the offeror, of the placers in the various countries where the offer takes
place.

Name und Anschrift des Koordinators/der Koordinatoren des globalen Angebots oder einzelner Teile
des Angebots und - sofern dem Emittenten oder dem Bieter bekannt — Angaben zu den Plazierern in
den einzelnen Léndern des Angebols.

Method of distribution
Vertriebsmethode

O Non-syndicated
Nicht syndiziert

Syndicated

Syndiziert
Subscription Agreement
Ubernahmevertrag

Date of Subscription Agreement 3 August 2007
Datum des Subscription Agreements 3. August 2007

Management Details including form of commitment
Einzelheiten beziiglich des Bankenkonsortiums
einschlieBlich der Art der Ubernahme

Dealer / Management Group (specify name and address) Zurich Cantonalbank (Lead Manager)
Plazeur / Bankenkonsortium (Name und Adresse angeben)  Bahnhoistrasse 9
8001 Zirich

Bank Vontobel AG {Co-Lead Manager}
Bahnhofstrasse 3

8001 ZUrich

Pictet & Cie (Co-Lead Manager)

Route des Acacias 60

1227 Carouge / GE

firm commitment
feste Zusage

O no firm commitment/best efforts arrangements
keine feste Zusage/zu den bestmdglichen Bedingungen




Commissions
Provisionen

Management/Underwriting Commission (specify)
Management- und Ubernahmeprovision {angeben)

Selling Concession (specify)
Verkaufsprovision (angeben)

Listing Commission
Bdrsenzulassungprovision

Other (specify)

Andere (angeben)

1.00 per cent
1,00%

not applicable
nicht anwendbar

approx. CHF 8,500.00
ca. CHF 8'500.00

CHF 125,000.00 out-of-
pocket expenses
CHF 125'000.00 Auslagen

Stabilising Dealer(s)/Manager(s) none
Kursslabilisierender Dealer/Manager keiner
Listing(s) Yes
Bérsenzulassung(en) Ja
O Luxembourg
Luxemburg
0O Regulated Market
O Euro MTF
0O Disseldorf
Other (insert detaiis) SWX Swiss Exchange
Sonstige (Einzefheiten einfiigen)
Date of admission admission has been applied for

Datum der Zulassung Zulassung wurde beantragt

Estimate of the total expenses related to admission to trading
Geschilzte Gesamtkosten fir die Zulassung zum Handel

All regulated markets or equivalent markets on which, to the knowledge of the Issuer, notes of the
same class (Series) of the Notes to be offered or admitted to trading are already admitted to trading
Angabe sdmtlicher geregelter oder gleichwertiger Mdrkte, auf denen nach Kenntnis der Emittentin
Schuldverschreibungen der gleichen Wertpapierkategorie (Serie), die zum Handel angeboten oder
zugelassen werden solfen, bereits zum Handel zugelassen sind

O Luxembourg
Luxemburg

O Disseldorf

O Other (insert details)
Andere (Einzelheiten einfiigen)

Name and address of the entities which have a firm commitment to act as intermediaries in secondary
trading, providing liquidity through bid and offer rates and description of the main terms of their
commitment :

Name und Anschrift der Institute, die aufgrund einer festen Zusage als Intermedidre im
Sekunddrhandel! tdtig sind und Liguiditdt mittels Geld- und Briefkursen erwirtschaften, und
Beschreibung der Hauptbedingungen der Zusagevereinbarung

Not applicable
Nicht anwendbar




Responsibllity
Verantwortlichkeit

The Issuer accepts responsibility for the information contained in these Final Terms as set out in the
section "Responsibility Statement” on page 3 of the Prospectus, provided that, with respect to any
information included herein and specified to be sourced from a third party (i) the Issuer confirms that
any such information has been accurately reproduced and as far as the Issuer is aware and is able to
ascertain from information available to it from such third party, no facts have been omitted, the
omission of which would render the reproduced information inaccurate or misleading and (i) the Issuer
has not independently verified any such information and accepts no responsibility for the accuracy
thereof.

Die Emittentin (bernimmt dle Verantwortung fir die in diesen Endgiiftigen Bedingungen enthaltenen
Informationen wie im Abschnitt "Responsibility Statement’ auf Seite 3 des Prospekils bestimmt.
Hinsichtlich der hierin enthalftenen und als solche gekennzeichneten Informationen von Seiten Dritter
gilt Folgendes: (i) Die Emittentin bestdtigt, dass diese Informationen zutreffend wiedergegeben
worden sind und — soweit es der Emittentin bekannt ist und sie aus den von diesen Oritten zur
Verfugung gesteliten Informationen ableiten konnte — keine Fakten weggelassen wurden, deren
Fehlen die reproduzierten Informationen unzutreffend oder irrefihrend gestalten wirden; (i) die
Emittentin hat diese Informationen nicht selbsténdig tberpriift und Ubernimmt keine Verantwortung fiir
ihre Richtigkeit,

[Name & title of signglory]
[Name und Titel des fUnterzeichnenden]




TERMS AND CONDITIONS OF PFANDBRIEFE

§1
CURRENCY, DENOMINATION, FORM, CERTAIN DEFINITIONS

(1) Currency; Denomination. This Series HBE1N3 of Public-Sector Pfandbriefe
(Offentliche  Pfandbriefe) (the "Notes") of Hypothekenbank in Essen
Aktiengesellschatft (the "Issuer") is being issued in Swiss Francs {"CHF") (the
“Specified Currency") in the aggregate principal amount of CHF 150,000,000)
in denominations of CHF 5,000 (the "Specified Denominations™).

(2) Form. The Notes are in bearer form.

{3) Permanent Global Note. The Notes are represented by a permanent global
note (the “Permanent Global Note") without coupons. The Permanent Global
Note shall be signed by authorized signatories of the Issuer and the
independent trustee appointed by the Federal Financial Supervisory Authority
(Bundesanstalt fir Finanzdienstleistungsaufsichf) and shall be authenticated by
or on behalf of the Fiscal Agent. Definitive Notes and interest coupons will not
be issued,

(4) Definitive Notes and Coupons. The Permanent Global Note will not be
exchangeable at the option of the Holders but may be exchanged for definitive
Netes in whole but not in part solely at the option of the Swiss Principal Paying
Agent should it deem such exchange to be necessary or useful or if the
presentation of definitive Notes and intrest coupens is required by Swiss or
foreign laws and regulations in connection with the enforcement of rights in
respect of the Notes. In such case, the definitive Notes and interest coupons
shall be signed in facsimile by two authorized signatories of the Issuer and the
trusteet appointed by the Swiss Principal Paying Agent and printed in
accordance with the rules and regulations of the SWX Exchange at no cost for
the Holders.

{5) Clearing System. Each global note representing the Notes will be kept in
custody by or on behalf of the Clearing System. "Clearing System" means SIS
SegalnterSettle AG (“SIS"), Olten, Switzerland.

(6) Holder of Notes. "Holder" means any holder of a proportionate co-
ownership or other beneficial interest or right in the Notes,

§2
STATUS

The obligations under the Notes constitute unsubordinated obligations of the
Issuer ranking pari passu among themselves. The Notes are covered in
accordance with the Pfandbrief Act (Pfandbriefgesetz) and rank pari passu with
all other obligations of the Issuer under Public-Sector Pfandbriefe.

§3
INTEREST

(1) Rate of Interest and Interest Payment Dates. The Notes shall bear interest on
their principal amount at the rate of 3.375 per cent. per annum from {and including)
7 August 2007 to {but excluding) the Maturity Date (as defined in § 5(1)). Interest
shall be payable in arrear on 7 January in each year (each such date, an “Interest
Payment Date"). The first payment of interest shall be made on 7 January 2008
and will amount to CHF 70.3125 per note in a denomination of CHF 5,000.

{(2) Accrual of Interest, The Notes shall cease to bear interest from their due
date for redemption. If the Issuer shall fail to redeem the Notes when due,




interest shall continue to accrue on the outstanding principal amount of the
Notes beyond the due date until the actual redemption of the Notes at the
default rate of interest established by law unless the rate of interest of the
Notes is higher than the default rate of interest established by law.

(3} Calculation of Interest for Partial Periods. If interest is required to be
calculated for a period of less than a full year, such interest shall be calculated
on the basis of the Day Count Fraction (as defined below).

{4) Day Count Fraction. "Day Count Fraction" means, in respect of the
calculation of an amount of interest on any Note for any period of time (the
“Calculation Period"):

the number of days in the Calculation Period divided by 360, the number of
days to be calculated on the basis of a year of 360 days with 12 30-day months
{(unless (A) the last day of the Calculation Period is the 31st day of a month but
the first day of the Calculation Period is a day other than the 30th or 31st day of
a month, in which case the month that includes that last day shall not be
considered to be shortened to a 30-day month, or (B) the last day of the
Calculation period is the last day of the month of February in which case the
month of February shail not be considered to be lengthened to a 30-day
month).

§4
PAYMENTS

(1) (a} Payment of Principal. Payment of principal in respect of Notes shall be
made, subject to subparagraph (2} below, to the Swiss Principal Paying Agent
for payment to the Clearing System or to its order for credit to the accounts of
the relevant account Holders of the Clearing System upon presentation and
(except in the case of partial payment) surrender of the global note
representing the Notes at the time of payment at the specified office of the
Swiss Principal Paying Agent.

(b) Payment of Interest. Payment of interest on Notes shall be made, subject to
subparagraph (2), to the Clearing System or to its order for credit to the
relevant account Helders of the Clearing System.

(2) Manner of Payment. Subject to applicable fiscal and other laws and
regulations, payments of amounts due in respect of the Notes shall be made in
Swiss Francs. The amounts required for the servicing of this Issue will be made
available by the Issuer to the Swiss Principal Agent in good time on each date
in freely available Swiss Francs, without cost for the Holders, under all
circumstances and notwithstanding any future transter restriclions and outside
the scope of any bilateral or multilateral payment or clearing agreement which
may exist on the due dates between the Federal Republic of Germany and
Switzerland.

(3} Discharge. The Issuer shall be discharged by payment to, or to the order of,
the Swiss Principal Paying Agent.

{4) Payment Business Day. f the date for payment of any amount in respect of
any Note is not a Payment Business Day then the Holder shall not be entitled
to payment until the next such day in the relevant place and shall not be
entitied to further interest or other payment in respect of such delay. For these
purposes, "Payment Business Day" means a day which is a day (other than a
Saturday or a Sunday} on which both (i) the Clearing System, and (ii)
commercial banks and foreign exchange markets in Zurich and the Trans-
European Automated Real-time Gross Seitlement Express Transfer System
{TARGET) settle payments.




(5) References to Principal. Reference in these Terms and Conditions to
principal in respect of the Notes shall be deemed to include, as applicable: the
Final Redemption Amount of the Notes; and any premium and any other
amounts which may be payable under or in respect of the Notes.

(6) Deposit of Principal and Interest. The |ssuer may deposit with the
Amisgericht in Frankfurt am Main principal or interest not claimed by Holders
within twelve months after the Maturity Date, even though such Holders may
not be in default of acceptance of payment. If and to the extent that the deposit
is effected and the right of withdrawal is waived, the respective claims of such
Holders against the Issuer shall cease.

§5
REDEMPTION

Redemption at Malurity.

Unless previously redeemed in whole or in part or purchased and cancelled,
the Notes shall be redeemed at their Final Redemption Amount on 7 January
2016 (the "Maturity Date"}. The Final Redemption Amount in respect of each
Note shall be its principal amount.

§6
SWISS PAYING AGENTS

(1) Appointment; Specified Offices. The initial Swiss Principal Paying Agent
and Swiss Paying Agents and their respective initial specified offices are:

Swiss Principal Paying Agent: Zurich Cantonalbank
Bahnhofstrasse §
8001 Zurich

Swiss Paying Agents: Bank Vontobel AG

Bahnhofstrasse 3
8001 Zurich

Pictet & Cie
Route des Acacias 60
1227 Carouge/GE

The Swiss Principal Paying Agent and the Swiss Paying Agents reserve the
right at any time to change their respective specified oflices to some other
specified office in the same city.

(2) Variation or Termination of Appointment. The Issuer reserves the right at
any time to vary or terminate the appointment of the Swiss Principal Paying
Agent or any Swiss Paying Agent and to appoint another Swiss Principal
Paying Agent or additional or other Swiss Paying Agents. The Issuer shall at all
times maintain (i} a Swiss Principal Paying Agent and (i) so long as the Notes
are listed on the SWX Swiss Exchange, a Swiss Paying Agent (which may be
the Swiss Principal Paying Agent) with a specified office in Switzerland and/or
in such other place as may be required by the rules of such stock exchange.
Any variation, termination, appointment or change shall only take effect (other
than in the case of insolvency, when it shall be ¢f immediate effect) after not
less than 30 nor more than 45 days' prior notice thereof shall have been given
to the Holders in accordance with § 10.

(3} Agents of the Issuer. The Swiss Principal Paying Agent and the Swiss
Paying Agents act solely as agents of the Issuer and do not have any
obligations towards or relaticnship of agency or trust to any Holder.



§7
TAXATION

All amounts payabie in respect of the Notes shall be made without withhoiding
or deduction for or on account of any present or future taxes or duties of
whatever nature imposed or levied by way of withholding or deduction at
source by or on behalf of the Federal Republic of Germany or any political
subdivision or any authority thereof or therein having power to tax unless such
withholding or deduction is required by law.

§8
PRESENTATION PERIOD

The presentation period provided in § 801 paragraph 1, sentence 1 BGB
(German Civit Code) is reduced to ten years for the Notes,

§9
FURTHER ISSUES, PURCHASES AND CANCELLATION

(1} Further Issues. The lssuer may from time to time, without the consent of the
Holders, issue further Notes having the same terms and conditions as the Notes in
all respects (or in all respects except for the issue date, interest commencement
date and/or issue price) so as to form a single Series with the Notes.

(2) Purchases. The Issuer may at any time purchase Notes in the open market
or otherwise and at any price. Notes purchased by the Issuer may, at the
option of the Issuer, be held, resold or surrendered to the Swiss Principal
Paying Agent for cancellation. If purchases are made by tender, tenders for
such Notes must be made available to all Holders of such Notes alike.

(3) Cancellation. All Notes redeemed in full shall be cancelled forthwith and
may not be reissued or resold.

§ 10
NOTICES

{1} Publication

All notices concerning the Notes shall be validly given through the Swiss
Principal Paying Agent by means of electronic publication on the internet
website of the SWX Swiss Exchange (www.swx.ch). Any notice so given will be
deemed to have been validly given on the date of such publication (or, if
published more than once, on the date of the first such publication).

{2} Notification to Clearing System

So long as any Notes are listed on a stock exchange, subparagraph (1) shall
apply. If the Rules of the SWX Swiss Exchange so permit, the Issuer may
deliver the relevant nolice to the Clearing System for communication by the
Clearing System to the Holders; any such notice shall be deemed to have been
given to the Holders on the seventh day after the day on which the said notice
was given to the Clearing System.




§11
APPLICABLE LAW, PLACE OF PERFORMANCE,
PLACE OF JURISDICTION AND ENFORCEMENT

(1) Applicable Law. The Notes, as to form and content, and all rights and
obligations of the Holders and the Issuer, shall be governed by German iaw.

(2) Place of Performance. Place of performance shall be Essen.

(3) Submission to Jurisdiction. The District Court (Landgerichf) in Essen shall
have non-exclusive |urisdiction for any action or other legal proceedings
("Proceedings") arising out of or in connection with the Notes. The jurisdiction
of such Court shall be exclusive if Proceedings are brought by merchants
(Kaufleute), legal persons under public law (juristische Personen des
dffentlichen Rechts), special funds under public law (&ffentlich-rechiliche
Sondervermdgen) and persons not subject to the general jurisdiction of the
courts of the Federal Republic of Germany (Personen ohne allgemeinen
Gerichtsstand in der Bundesrepublik Deutschiand). The German courts shall
have exclusive jurisdiction over the annulment of lost or destrayed Notes.

(4) Enforcement. Any Holder of Netes may in any proceedings against the
Issuer, or to which such Holder and the Issuer are parties, protect and enforce
in his own name his rights arising under such Notes on the basis of (i} a
statement issued by the Custodian with whom such Holder maintains a
securities account in respect of the Notes {a) stating the full name and address
of the Holder, (b) specifying the aggregate principal amount of Notes credited
to such securities account on the date of such statemeni and {(¢) confirming
that the Custodian has given written notice to the Clearing System containing
the information pursuant to (a) and (b) and (ii} a copy of the Note in global form
certified as being a true copy by a duly authorized officer of the Clearing
System or a depository of the Clearing System, without the need for production
in such proceedings of the actual records or the global note representing the
Notes. For purposes of the foregoing, "Custodian” means any bank or other
financial institution of recognized standing authorized to engage in securities
custody business wilth which the Holder maintains a securities account in
respect of the Notes and includes the Clearing Syslem. Each Holder may,
without prejudice to the foregoing, protect and enforce his rights under these
Notes also in any other way which is admitted in the country of the
Proceedings.

§12
LANGUAGE

These Terms and Conditions are written in the German language and provided
with an English language translation. The German text shall be controlling and
binding. The English language translation is provided for convenience only.



EMISSIONSBEDINGUNGEN FUR PFANDBRIEFE

) . §1
WAHRUNG, STUCKELUNG, FORM, DEFINITIONEN

(1} Wéhrung; Stiickelung. Diese Serie NBE1N3 der Offentlichen Pfandbriefe
(die  "Schuldverschreibungen”) der  Hypothekenbank in  Essen
Aktiengesellschaft {die "Emiltentin") wird in Schweizer Franken ("CHF") (die
"festgelegte Wahrung") im Gesamtnennbetrag von CHF 150'000'000) in
Stlckelungen von CHF 5'000 (die “festgelegten Stlickelungen”} begeben.

(2) Form. Die Schuldverschreibungen lauten auf den Inhaber,

(3) Davuerglobalurkunde. Die Schuldverschreibungen sind durch eine
Dauerglobalurkunde (die "Dauerglobalurkunde") ohne Zinsscheine verbrieft.
Die Dauerglobalurkunde tragt die  Unterschriften  ordnungsgeman
bevollméchtigter Vertreter der Emittentin und des von der Bundesanstalt flr
Finanzdienstleistungsaufsicht bestellten Treuhdnders und ist von der
Emissionsstelle oder in deren Namen mit einer Kontrollunterschrift versehen.
Einzelurkunden und Zinsscheine werden nicht ausgegeben.

(4) Einzelurkunden und Zinsschein. Die Dauerglobalurkunde wird nicht nach
Wah!l der Glaubiger, sondern ausschliesslich auf Verlangen der Schweizer
Hauptzahlstelle vollstindig und nicht teilweise gegen Einzelurkunden
ausgetauscht, wenn die Schweizer Hauptzahlstelle einen solchen Austausch
far notwendig oder nitzlich hélt oder wenn dies nach schweizerischem oder
einem anderen Recht im Zusammenhang mil der gerichtlichen
Geltendmachung von Rechten aus den Schuldverschreibungen erforderlich
wird. In einem solchen Fall werden die Einzelurkunden und Zinsscheine die
faksimilierten  Utnerschriften zweier ordnungsgemdiss bevoilmachtigter
Vertreter der Emittentin sowie des staatlich bestellten Treuhdnders tragen, von
der Schweizer Hauptzahlstelle mit einer Kontrollunterschrift versehen, und
gemdass den Vorschriften der SWX Swiss Exchange kostenfrel fur die
Glaubiger gedruckt.

{5} Gldubiger von Schuldverschreibungen. "Glaubiger" bedeutet jeder Inhaber
eines Miteigentumsanteils oder anderen Rechls an den
Schuldverschreibungen.

§2
STATUS

Die Schuldverschreibungen begriinden nicht nachrangige Verbindlichkeiten der
Emittentin, die untereinander gleichrangig sind. Die Schuldverschreibungen
sind nach Maf3gabe des Pfandbriefgesetzes gedeckt und stehen im gleichen
Rang mit allen anderen Verpflichtungen der Emittentin aus Offentlichen
Pfandbriefen.

§3
ZINSEN

(1) Zinssatz und Zinszahlungstage. Die Schuldverschreibungen werden in
Héhe ihres Nennbetrages verzinst, und zwar vom 7. August 2007
(einschlieBlichy bis zum Falligkeitstag (wie in § 5(1) definiert) (ausschlieBlich)
mit jéhrlich 3.375%. Die Zinsen sind nachtrdglich am 7. Januar eines jeden
Jahres zahibar (jeweils ein "Zinszahlungstag"). Die erste Zinszahlung erfolgt
am 7. Januar 2008 (erster kurzer Coupon) und belduft sich auf CHF 70.3125 je
Schuldverschreibung im Nennbetrag von CHF 5'000.

(2) Auflaufende Zinsen. Der Zinslauf der Schuldverschreibungen endet an dem




Tag, an dem sie zur RUckzahlung fallig werden. Falls die Emittentin die
Schuldverschreibungen bei Falligkeit nicht einldst, erfolgt die Verzinsung des
ausstehenden Nennbetrages der Schuldverschreibungen vom Tag der
Félligkeit bis zum Tag der tatséchlichen Rickzahlung der
Schuldverschreibungen in Hoéhe des gesetzlich festgelegten Satzes far
Verzugszinsen, es sei denn, die Schuldverschreibungen werden mit einem
hoheren als dem gesetzlich festgelegten Satz flr Verzugszinsen verzinst.

{3) Berechnung der Zinsen fir Tefle von Zeitrdumen. Sofern Zinsen fir einen
Zeitraum von weniger als einem Jahr zu berechnen sind, erfolgt die
Berechnung auf der Grundlage des Zinstagequotienten (wie nachstehend
definiert).

{4} Zinstagequotient. "Zinstagequotient” bezeichnet im Hinblick auf die
Berechnung eines Zinsbetrages auf eine Schuldverschreibung fur einen
beliebigen Zeitraum (der "Zinsberechnungszeitraum"):

die Anzahl von Tagen im Zinsberechnungszeitraum dividiert durch 360, wobei
die Anzah! der Tage auf der Grundlage eines Jahres von 360 Tagen mit zwdlf
Monaten zu je 30 Tagen zu ermitteln ist (es sei denn, (A) der letzte Tag des
Zinsberechnungszeitraums fallt auf den 31. Tag eines Monats, wéhrend der
erste Tag des Zinsberechnungszeitraums weder auf den 30. noch auf den 31.
Tag eines Monats fallt, in welchem Fall der den letzten Tag enthaltende Monat
nicht als ein auf 30 Tage gekirzter Monat zu behandeln ist, oder (B) der letzte
Tag des Zinsberechnungszeitraums falt auf den letzten Tag des Monats
Februar, in welchem Fall der Monat Februar nicht als ein auf 30 Tage
verlangerter Monat zu behandeln ist).

§4
ZAHLUNGEN

(1) {a) Zahlungen auf Kapital. Zahlungen auf Kapital in bezug auf die
Schuldverschretbungen erfolgen nach Mafigabe des nachstehenden Absatzes
2 an die Schweizer Hauptzahlstelle zur Weiterleitung an das Clearing System
oder dessen Order zur Gutschrift auf den Konten der jeweiligen Kontoinhaber
des Clearing Systems gegen Vorlage und (auBer im Fall von Teilzahlungen)
Einreichung der die Schuldverschreibungen zum Zeitpunkt der Zahlung
verbriefenden Globalurkunde bei der bezeichneten Geschéftsstelle der
Schweizer Hauptzahlstelle.

(b) Zahlung von Zinsen. Die Zahlung von Zinsen auf Schuldverschreibungen
erfolgt nach MaBgabe von Absatz 2 an die Schweizer Hauptzahistelle zur
Weiterleitung an das Clearing System oder dessen Order zur Gutschrift auf
den Konten der jeweiligen Kontoinhaber des Clearing Systems.

(2) Zahlungsweise. Vorbehaltlich geltender steuerlicher und sonstiger
gesetzlicher Regelungen und Vorschriften erfolgen zu leistende Zahlungen auf
die Schuldverschreibungen in Schweizer Franken. Die flr den Zahlungsdienst
dieser Emission benétigten Mittel wird die Emittentin  der Schweizer
Hauptzahlstelle rechtzeitig vor jedem Zahlungstermin in freien Schweizer
Franken zur Veifigung stellen, kostenfrei fir die Glaubiger, welches die
Umstande auch sein mégen, und chne Rlcksicht auf irgendwelche zukinftigen
Transferbeschrdnkungen und ausserhalb irgendeines bilateralen oder
multilateralen Zahlungs- oder Clearingabkommens, das zur Zeit solcher
Zahlungen oder Rickzahlungen zwischen der Bundesrepublik Deutschland
einerseits und der Schweiz andererseits bestehen kdnnte,

{4) Erfillung. Die Emittentin wird durch Leistung der Zahlung an die Schweizer
Hauptzahlistelle oder dessen Order von ihrer Zahlungspflicht befreit.




(5} Zahitag. Fallt der Félligkeitstag einer Zahlung in bezug auf eine
Schuldverschreibung auf einen Tag, der kein Zahltag ist, dann hat der
Glaubiger keinen Anspruch auf Zahlung vor dem néchsten Zahltag am
. jeweiligen Geschéftsort. Der Gléubiger ist nicht berechligt, weitere Zinsen oder
sonstige Zahlungen aufgrund dieser Verspatung zu verlangen. Flr diese
Zwecke bezeichnet "Zahltag" einen Tag (auBer einem Samstag oder Sonntag),
an dem (i) das Clearing System und (i} Geschéftshanken und Devisenmérkte
in Zirich und das Trans-European Automated Real-time Gross Settlement
Express Transfer System {TARGET) Zahlungen abwickeln.

{(6) Bezugnahmen auf Kapital. Bezugnahmen in diesen Emissionsbedingungen
auf Kapital der Schuldverschreibungen schlieBen, soweit anwendbar, die
folgenden Betrdge ein: Den Rickzahlungsbetrag der Schuldverschreibungen
sowie jeden Aufschlag sowie sonstige auf oder in bezug auf die
Schuldverschreibungen zahlbaren Betrége.

(7) Hinterlegung von Kapital und Zinsen. Die Emittentin ist berechtigt, beim
Amtsgericht Frankiurt am Main Zins- oder Kapitalbetrdge zu hinterlegen, die
von den Gldubigern nicht innerhalb von zwéif Monaten nach dem Félligkeitstag
beansprucht worden sind, auch wenn die Gidubiger sich nicht in
Annahmeverzug befinden. Soweit eine solche Hinterlegung erfolgt, und auf das
Recht der Rlcknahme verzichtet wird, erldschen die diesbezlglichen
Anspriiche der Glaubiger gegen die Emittentin.

. §5
RUCKZAHLUNG

Riickzahlung bei Endfélligkeit

Soweit nicht zuvor bereits ganz oder teilweise zurlickgezahlt oder angekauft
und  entwertet, werden die  Schuidverschreibungen zu  ihrem
Rlickzahlungsbetrag am 7. Januar 2016 (der "Falligkeitstag") zur(ckgezahit.
Der Rlckzahlungsbetrag in bezug auf jede Schuldverschreibung entspricht
dem Nennbetrag der Schuidverschreibungen.

§6
DIE SCHWEIZER ZAHLSTELLEN

(1) Bestellung; bezeichnete Geschiéiftsstelie. Die anfinglich bestellte Schweizer
Hauptzahlstelle und die anfdnglich bestellten Schweizer Zahlstellen und deren
jeweiligen anfanglichen bezeichnete Geschéftsstellen lauten wie folgt:

Schweizer Hauptzahlstelle: Zircher Kantonalbank
Bahnhofstrasse 9
8001 Zirich

Schweizer Zahistellen: Bank Vontobel AG
Bahnhofstrasse 3
8001 Zirich
Pictet & Cie
Route des Acacias 60

1227 Carouge/GE

Die Schweizer Hauptzahlstelle und die Schweizer Zahlstellen behalten sich
das Recht vor, jederzeit ihre jewellige bezelchnete Geschéftsstelle durch eine
andere bezeichnete Geschéftsstelle in derselben Stadt zu ersetzen:




(2) Anderung der Bestellung oder Abberufung. Die Emittentin behdlt sich das
Recht vor, jederzeit die Bestellung der Schweizer Hauptzahlstelle oder einer
Schweizer Zahlstelle zu dndern oder zu beenden und eine andere Schweizer
Hauptzahlstelle oder zusatziiche oder andere Schweizer Zahlstellen zu
bestelien. Die Emittentin wird zu jedem Zeitpunkt (i) eine Schweizer
Hauptzahlsteile unterhalten, und (ii) solange die Schuldverschreibungen an der
SWX Swiss Exchange notiert sind, eine Schweizer Zahlstelle (die die
Schweizer Hauptzahlstelle sein kann) mit bezeichneter Geschéftsstelle in der
Schwaeiz und/oder an solchen anderen QOrten unterhalten, die die Regeln dieser
Bérse verlangen. Eine Anderung, Abberufung, Bestellung oder ein sonstiger
Wechsel wird nur wirksam (auBer im Insolvenzfall, in dem eine solche
Anderung sofort wirksam wird), sofern die Glaubiger hieriiber gemaBR § 10
vorab unter Einhaltung einer Frist von mindestens 30 und nicht mehr als 45
Tagen informiert wurden.

(3) Beauftragte der Emittentin. Die Schweizer Haupizahistelle und die
Zahlistellen handeln ausschliefllich als Beauftragte der Emittentin  und
dbernehmen keinerlei Verpflichtungen gegeniiber den Glaubigern; es wird kein
Auftrags- oder Treuhandverhdltnis zwischen ihnen und den Glaubigern
begriindet,

§7
STEUERN

Samtliche in bezug auf die Schuldverschreibungen zu zahlenden Betrage sind
an der Quelle ohne Einbehalt oder Abzug von oder aufgrund von
gegenwdrligen oder zukiinftigen Steuern oder sonstigen Abgaben gleich
welcher Ant zu leisten, die von oder in der Bundesrepublik Deutschiand oder fiir
deren Rechnung oder von oder fiir Rechnung einer politischen Untergliederung
oder Steuerbehdrde der oder in der Bundesrepublik Deutschland auferlegt
oder erhoben werden, es sei denn, ein sclcher Einbehalt oder Abzug ist
gesetzlich vorgeschrieben.

§8
VORLEGUNGSFRIST

Die in § 801 Absatz 1 Satz 1 BGB bestimmte Vorlegungsfrist wird fOr die
Schuldverschreibungen auf zehn Jahre verkirzt.

§9
BEGEBUNG WEITERER SCHULDVERSCHREIBUNGEN,
ANKAUF UND ENTWERTUNG

(1) Begebung weiterer Schuldverschreibungen. Die Emittentin ist berechtigt,
jederzeit ohne Zustimmung der Glaubiger weitere Schuldverschreibungen mit
gleicher Ausstattung (gegebenenfalls mit Ausnahme des Tags der Begebung,
des Verzinsungsbeginns und/oder des Ausgabepreises) in der Weise zu
begeben, dass sie mit diesen Schuldverschreibungen eine einheitliche Serie
bilden.

(2) Ankauf. Die Emittentin ist berechtigt, Schuldverschreibungen im Markt oder
anderweitig zu jedem beliebigen Preis zu kaufen. Die von der Emittentin
erworbenen Schuldverschreibungen kénnen nach Wahl der Emittentin von ibr
gehalten, weiterverkauft oder hei der Emissionsstelle zwecks Entwertung
eingereicht werden. Sofern diese Kaufe durch &ffentliches Angebot erfolgen,
muss dieses Angebot allen Glaubigern gemacht werden.

(3) Entwertung. Samtliche vollstandig zurlickgezahlten Schuldverschreibungen
sind unverzuglich zu entwerten und kdnnen nicht wiederbegeben oder



wiederverkauft werden,

§10
MITTEILUNGEN

(1) Bekanntmachung. Alle die Schuldverschreibungen betreffenden
Mitteilungen werden durch die Schweizer Hauptzahlstelle rechtsglltig
veranlasst und durch elektronische Publikation auf der Webseite der SWX
Swiss Exchange (www.swx.com) verdffentlicht. Jede derartige Mitteilung gilt
am Tag der Veréffentlichung (oder bei mehreren Verétfentlichungen am Tag
der ersten solchen Verdifentlichung) als wirksam erfolgt.

(2) Mitteilungen an das Clearing-System. Solange Schuldverschreibungen an
einer Bérse notiert sind, findet Absatz 1 Anwendung. Sowsit dies die Regeln
der SWX Swiss Exchange zulassen, kann die Emittentin eine Mitteilung an das
Clearing System zur Weiterleitung an die Glaubiger veranlassen; jede derartige
Mitteilung gilt am siebten Tag nach dem Tag der Mitteilung an das Clearing
System als den Glaubigern mitgeteilt.

§11
ANWENDBARES RECHT, ERFULLUNGSORT, GERICHTSSTAND
UND GERICHTLICHE GELTENDMACHUNG

(1) Anwendbares Recht. Form und inhalt der Schuldverschreibungen sowie die
Rechte und Pflichten der Glauhiger und der Emittentin bestimmen sich in jeder
Hinsicht nach deutschem Recht.

(2) Erfiliungsort. Erflllungsort ist Essen.

(3) Gerichtsstand. Nicht ausschlielich zustdndig fir samtliche im
Zusammenhang mit den Schuldverschreibungen entstehenden Klagen oder
sonstige Verfahren ("Rechtsstreitigkeiten") ist das Landgericht Essen. Die
Zusténdigkeit des vorgenannten Gerichts ist ausschlie3lich, soweit es sich um
Rechtsstreitigkeiten handelt, die von Kaufleuten, juristischen Personen des
oftentlichen Rechts, dffentlichrechtlichen Sondervermégen und Personen ohne
allgemeinen Gerichtsstand in der Bundesrepublik Deutschland angestrengt
werden. Die deutschen Gerichte sind ausschlieBlich zustandig fir die
Kraftloserkldrung abhanden gekommener oder vernichieter
Schuldverschreibungen.

(4) Gerichtliche Geftendmachung. Jeder Glaubiger von Schuldverschreibungen
ist berechtigt, in jedem Rachtsstreit gegen die Emittentin oder in jedem
Rechtsstreit, in dem der Gléubiger und die Emittentin Partei sind, seine Rechte
aus diesen Schuldverschreibungen im eigenen Namen auf der folgenden
Grundlage zu schitzen oder geltend zu machen: (i) er bringt eine
Bescheinigung der Depotbank bei, bei der er flr die Schuldverschreibungen
ein Wertpapierdepot unterhélt, welche (a) den vollstidndigen Namen und die
vollsténdige Adresse des Glaubigers enthélt, {b) den Gesamtnennbetrag der
Schuldverschreibungen bezeichnet, die unter dem Datum der Bestétigung auf
dem Wertpapierdepot verbucht sind und (¢) bestétigt, dass die Depotbank
gegeniber dem Clearing System eine schriftliche Erklarung abgegeben hat,
die die vorstehend unter (a) und (b) bezeichneten Informationen enthélt; und
(i) er legt eine Kopie der die betreffenden Schuldverschreibungen
verbriefenden Globalurkunde vor, deren Ubereinstimmung mit dem Original
eine vertrelungsberechtigte Person des Clearing Systems oder des
Verwahrers des Clearing Systems bestdtigt hat, chne dass eine Vorlage der
Originalbelege oder der die Schuldverschreibungen verbriefenden
Globalurkunde in einem solchen Verfahren erforderlich wére. Flr die Zwecke
des Vorstehenden bezeichnel "Depotbank” jede Bank oder ein sonstiges

10




anerkanntes Finanzinstitut, das berechtigt ist, das
Wertpapierverwahrungsgeschéft zu betreiben und bei der/dem der Glaubiger
ein Wertpapierdepot fir die Schuldverschreibungen unterhélt, einschlieBlich
des Clearing Systems. Unbeschadet des Vorstehenden kann jeder Gidubiger
seine Rechte aus den Schuldverschreibungen auch auf jede andere Weise
schltzen oder geltend machen, die im Land des Rechtsstreits prozessual
zuldssig Ist.

§12
SPRACHE

Diese Emissionsbedingungen sind In deutscher Sprache abgefasst. Eine
Ubersetzung in die englische Sprache ist beigefiigt. Der deutsche Text ist
bindend und maRgeblich. Die Ubersetzung in die englische Sprache ist

unverbindlich.
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Half-year Financial Report
as of June 30, 2007

HYPOTHEKENBANK IN ESSEN AG

A member of the COMMERZBANK



At a glance

Jun 30, 2007 Dec 31, 2006
in€m in€m

Balance sheet total 98,409 102,357
Subscribed capital and reserves 846 749
Profit-sharing certificates 288 288
Subordinated liabilities 388 373
Claims outstanding
Mortgage loans 8,205 8,074
Public-sector loans 33,753 33,249
Securities issued by other borrowers 45,147 45,109
Other loans/other claims 9,278 12,802
Liabilities
to banks 13,257 12,767
to customers 7,980 7,384
Securitized labilities 75,318 80,320

Jun 30, 2007 Jun 30, 2006

in€m in€m

New lending commitments
Mortgage foans 565 1,062
Public-sector loans 6,760 4,272
Securities issued by other borrowers 9,186 12,613
Profit and loss account
Net interest income 98.7 152.1
Net interest and commission income 91.4 138.3
General operating expenses 23.2 18.9
Operating result before provision for possible loan losses 65.3 121.4
Provision for possible loan losses -15.7 -32.3
Operating result 49.6 89.1
Half-year net income 35.6 68.8

Rounding may cause small differences in totals and percentages in this repart.
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This interim report has been compiled in accordance with § 37;w of the German Securities Trading Act (WpHG)

and the German Accounting Standard DRS 16.

Economic Background

In the first quarter of 2007 GDP in the G3 currency
area grew by 0.5% compared to the fourth quarter
of 2006. Thus the G3 GDP growth rate basically
halved compared to the final quarter of 2006. In
the second quarter of 2007, however, overall eco-
nomic expansion in the G3 currency area regained
some of its momentum. As forecast by us, globai
economic recovery thus continued in the first half
of 2007, albeit at a somewhat slower pace.

Economic development in the United States

In the first quarter of 2007 U.S. GDP grew by an
annualized rate of just (.7%. The main reasons
for this low growth rate are a decrease of U.S. net
exports by nearly USD 24 billion and inventory
reductions by U.S. companies. Consumers, in con-
trast, continued on a spending spree, driven by the
dynamic growth in wage and salary disbursements.
Despite the fall in purchasing power resulting from
an increase in food and energy prices personal
consumption expenditures rose at an annual rate
of 4.2%.

In the second quarter of 2007 personal consumption
expenditures have nonetheless slowed down notice-
ably. At the same time, however, corporate invest-
ment picked up some speed. Accordingly, the con-
tribution of corporate investment to GDP growth was
stronger than in the weak first quarter.

In line with our forecasts, the Federal Reserve kept
its federal funds target rate unchanged at 5.25%.
Given that the U.S. Central Bank repeatedly pointed
1o inflation risks in its statements, there are no signs
of potential rate cuts in the second half of the year.
Yields on 10-year U.S. Treasury Notes rose from

4.70% at the end of December 2006 to up to 5.02%
at the end of June 2007. This yield increase can
mostly|be ascribed to the fact that several growth
indicators for the manufacturing sector turned
upwards, dispelling the economic pessimism which
prevailed amongst capital market participants. In
view of the revised growth expectations, bond
market|participants abandoned their hopes for rate
cuts in|the near future. In addition, U.S. bond
markets suffered from the capital market partici-
pants’ éoncerns that foreign central banks might
scale down their investments in U.S. bonds.

Economic development in the euro area

The change rate of economic growth in the euro
area decreased from 0.9% in the last quarter of
2006 to 0.7% in the first quarter of 2007. The
main reason for this deceleration is the decline in
personlil consumption expenditures following the
value-added tax increase in Germany. Even though
econornic sentiment in the euro area hit a six-year
peak in May, the “hard” growth indicators only
suggest a moderate acceleration in economic
expanslion in the second quarter.

Our forecast that the European Central Bank (ECB)
would increase its minimum bid rate for the main
refinaricing operations in several steps to 4% or
more in 2007 has already materialized. As expected,
the molnetary watchdogs in the Eurotower decided
to increase the ECB key interest rate by 25 basis
points to 4% during their meeting on June 6, 2007.
In the subsequent press conference ECB President
Jean-Cllaude Trichet indicated that this has not
marked the end of the ECB’s series of rate hikes.
Combined with the weak U.S. bond market the
ECB’s|interest rate policy led to an increase in
long-term euro bond yields. 10-year Bund yields
rose from 3.95% at the end of December 2006 to
4.57% at the end of June 2007. The yield spread




Comparison of government bond yields in the United States and Germany between July 1, 2006
and June 30, 2007
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of 10-year Pfandbriefe (PEX) over Bunds (REX)
with the same maturity rose from 24 basis points at
the end of December 2006 to 31 basis points at the
end of June 2007.

Economic development in Japan

Economic growth in Japan lost some of its
momentum in the reporting period. Annualized
GDP growth was at a robust 3.3% in the first quarter
of 2007. However, this figure needs to be put into
perspective, given the 5.4% growth rate seen in
the final quarter of 2006. The main driving forces
behind GDP growth were net exports, closely
followed by personal consumption expenditures.
Corporate investment, in contrast, hardly made any
contribution to GDP growth. Economic expansion
slowed down further in the second quarter of 2007.
Even though economic recovery continued, the
year-on-year change rate of the consumer price
index customarily used in Japan — which does not
include fresh food - was slightly below zero during
the past few months. Contrary to our expectations,
the deflationary trends at the consumer level have
therefore not noticeably diminished to date. None-
theless, the Bank of Japan continued to scale back
its accommaodative monetary policy in line with
our forecasts. In February, the Japanese Central
Bank increased its target for the uncollateralized
overnight call rate by 25 basis points to 0.5%. Our
forecast that yields on 10-year Japanese govern-
ment bonds would reach the 2% mark at year-end
2007 materialized as early as in June, with 10-year
Japanese bond yields temporarily hitting 1.96%.

Trends in the banking industry

As before, banks saw a healthy increase in new
loan applications, even though demand for new
corporate loans slightly declined year-on-year. The
main reasons for this development are considerable
investment in fixed and current assets, as well as

expenditures relating to mergers, acquisitions and
restructuring. As in the previous quarter, net demand
for consumer loans was positive. This can mainly
be asctibed to the fact that consumer demand for
durable goods continued to be strong. In contrast
to thisjthe number of new home Joan applications
clearly declined in the first quarter of 2007, mainly
due tojthe increase in interest rates seen on the
capital markets in the reporting period.
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Capital Markets

New lending business

in the capital markets segment we granted new
loans totaling €15.9bn (€16.9bn) in the period

under review. New transactions included €15.8bn
{€16.5bn) in loans and securities eligible to serve
as cover for our public-sector Pfandbriefe.

New lendings to domestic public-sector entities
totaled €7.7bn (€5.7bn), a 35.1% increase compared
to the same period in the previous year. Loans to
other borrowers governed by public law totaled
€2.7bn (€2.4bn). The total volume of new loans
and securities to foreign borrowers that are eligible
to serve as cover for our public-sector Pfandbriefe

declined to €5.4bn compared to €8.4bn. This figure
includes loans totaling € 1bn to Austrian borrowers
and €0.6bn to borrowers in the United States.

Loans to foreign borrowers that are not cligible for
cover totaled just €0.1bn (€0.4bn). We have not
granted any loans not eligible for cover to domestic
borrowers in the period under review,

In the first half of 2007 we granted for the first
time syndicated loans totaling €120m in the capital
markets segment. Furthermore, we added credit
default swaps {CDS8) as protection buyer to our
product range. In the reporting period the total
volume traded in this segment was €400m. In
addition, we acquired a public-sector loan portfolio
which totaled some €1.2bn and mostly included
domestic loans,

Portfolio trends ~ Capital markets business by region in € bn

49.9 49.2
50
40
30

24,2 25.0
20
10 B Dec 31, 2006
C +
0g 36 e

0 | Jun 30, 2007

Germany Europe Other




AEIRAAR I TR IR T I DA

[
Capital market portfolio the corporate sector. While the total volume of
In the period under review our total capital market  loans th territorial authorities declined by €0.4bn
portfolio increased by { % from €77bn to €77.8bn.  from €47.2bn to €46.8bn, the total volume of

In line with our internationalization strategy the loans tlo banks rose by €1bn from €27.9bn to
portion of loans to domestic borrowers declined by €28.9l:rn. Loans to the corporate sector increased

| €0.7bn, or 1.4%, from €49.9bn to €49.2bn. by €0.2bn from €1.9bn to €2.1bn.
| Simultaneously, the portion of loans to borrowers I
in the EU, other European countries, Asia, North Similar to year-end 2006 the emphasis within the
America and other foreign countries rose by scope Pf the territorial authorities portfolio, the
€1.5bn, or 5.5%, from €27.1bn to €28.6bn. largestjat €46.8bn (€47.2bn), was on the German
Federal States (Linder) which accounted for
The breakdown by sector shows that the slight €25.48n (€25.5bn). Even though this is a decline

decline in loans to territorial authorities was more  in absolute figures, their relative share rose slightly
than offset by an increase in loans to banks and to  from 53 % to 54.3%. The portion of loans to German

|
|
F
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Portfolio trends — Capital markets business by sector in € bn
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Portfolio trends - Territorial authorities in € bn
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municipalities in the portfolio rose 18.6% from
€4.3bn to €5.1bn. At the same time, the portion of
loans to the German Federal Government decreased
from €2.7bn to €2bn.

At €7.8bn (€8.1bn), the portion of loans to foreign
central governments was slightly lower than at
year-end 2006. Similarly, the portion of loans to
foreign municipalities decreased from €2.3bn to
€1.9bn. In contrast to this, loans to foreign regional
governments rose 7% from €4.3bn to €4.6bn.
Overall the foreign territorial authorities portfolio
reached a volume of €14.3bn compared to €14.7bn
at year-end 2006.

The first half of 2007 saw a decline of the propor-
tion of domestic borrowers in the banks portfolio
which totaled €28.9bn (€27.9bn). Thus the volume
in the savings bank segment fell to €4.8bn (€5bn).
Similarly, claims on other credit institutions governed
by public law declined from €10.5bn to €10.1bn.
Lending to private domestic banks decreased from
€1.7bn to €1.6bn.

In contrast to this, our portfolio of loans to foreign
banks increased in the first half of this year. At
€0.3bn, the total volume of loans to other foreign
credit institutions governed by public law remained

unchanged compared to year-end 2006. The total
volumeJrof foreign bank bonds, however, rose
16.3% from €10.4bn to €12.1bn.

Overall, the development of out capital market
portfolio reflected the progressive diversification
and intérnationalization of our capital markets
activities. The proportion of German counterparties
fell to 63.2% as compared to 64.8 % at year-end
2006. At the same time, the foreign loan portfolio
rose sliéhtly to 36.8%.
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Real Estate Finance

Trends in significant real estate markets
Mainly driven by the ongoing overall economic
upswing, the German office markets improved
further in the period under review. The noticeable
revival in demand for office space had a positive
impact on the real estate markets. Rental rates for
office space in good locations increased slightly,
with certain markets seeing a shortage of modern
office space in prime iocations. On an international
level, our target real estate markets also saw an in-
crease in asking rents. This is in line with the trend
towards falling vacancy rates already observed in
2006.

New lending commitments

In the first half of 2007 we granted new real estate
loans totaling €0.6bn (€1.1bn). While the share of
new residential loans decreased to 44.3 % (78.1%),
the main focus was on commercial loans which
made up 55.7% (21.9%) of the total. The break-
down by country shows total lending outside

Germany at 27.3%, an increase of 18.8 percentage
points compared to the same period in the previous
year,

New commercial loans totaled €0.3bn (€0.3bn)
in the reporting period. At 60.8% (28.1%) the
emphasis of our closings was on office buildings.
Retail space accounted for 34% (61.5%). The
remaining loans essentially relate to logistics
centers and industrial space, as well as to other
non-residential properties.
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New lending commitments as of June 30, 2007

Breakdown by type of property in %

2.50.1
Total: €565.1m

Breakdown by region in %

Totak: €565.1m

B Office
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Logistics centers and warehouses

Other

B 0O

Owner-occupied houses and condominiums

~

Apartment buildings

W Commercial properties outside Germany
O Commercial properties West German Federal States
00 Residential properties West German Federal States

Residential properties East German Federal States
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Mortgage loan portfolic as of June 30, 2007

Breakdown by type of property in %

Total: €8,328.7m

Breakdown by region in %

Total: €8,328.7m

B Office

O Industrial

O Retail

Hotels and restaurants

Logistics centers and warehouses

J Other

@ Owner-occupied houses and condominiums

- Apartment buildings

B Commercial properties outside Germany

O Commercial properties West German Federal States

O Commercial properties East German Federal States

Residential properties outside Germany

Residential properties West German Federal States

: Residential properties East German Federal States
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New lending commitments as of June 30, 2007
Germany

Breakdown by type of property in %

Office
O Industrial
O Retait
Logistics centers and warehouses
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QOwner-occupied houses and condominiums

... Apartment buildings

Total: €411m

Breakdown by region in %

0O Commercial properties West German Federal States
B Residential properties West German Federal States

Residential properties East German Federal States

Total: €411m




Real estate finance — Germany

In the first half of 2007 we granted new loans
totaling €411m (€972.5m} within the German real
estate market. This corresponds to 72.7% (91.5%)
of all new lending commitments,

New loans secured by commercial properties
accounted for €160.9m (€183.2m), while new
loans secured by residential properties — one-family,
two-family and multi-family houses and condomi-
niums — decreased to €250.1m (€789.3m). New
loans totaling €216.2m (€769.5m) were forwarded
to us by our parent company, Commerzbank AG.

New lending commitments as of June 30, 2007

International real estate finance

Breakdown by type of property in %

1.2

Total: €154.1m

Most of these loans were granted under one of the
special loan programs for private home-builders or
home buyers, which were placed on the market in
cooperation with Commerzbank. The total volume
of these special loan programs was approximately
€131m in the period under review. All loans granted
under these programs are secured by first ranking
mortgages of up to 60% of the lending value (Be-
leihungswert).

W Office
O Retail

O Other




International real estate finance

In the reporting period we granted new loans to
foreign borrowers to the amount of €154.1m
(€89.9m). All of these loans were secured by com-
mercial properties. In the breakdown by country,
Austria accounted for €54m, the United Kingdom
for €42.5m and France for €30m. [n addition, we
granted loans in Poland and Switzerland.

New lending commitments as of June 30, 2007
International real estate finance

Breakdown by country in %

Total: €154.1m

The pe:rcentage of mortgage loans which exceed
three fifths of the lending value (Beleihungswert)
and areI therefore not eligible to serve as cover for
our mortgage Pfandbriefe was, on average, 13.5%
(13.6%) in the first half of 2007.
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Other 4.5
O France

Office 100.0
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Office 100.0
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Meortgage loan portfolio The loan extension ratio, i.e. the percentage of
As of June 30, 2007 the mortgage loan portfolio loans renewed on the repricing date, was 46.1%
totaled €8.3bn (€8.2bn). The residential loan port-  (31.7%) on the reporting date.

folio remained at the level posted at year-end 2006,

totaling €5.9bn (€5.9bn). Similarly, the commercial

loan portfolio remained basically unchanged at

€2.4bn compared to €2.3bn at year-end 2006.

Percentage of subordinated loans, i.e. loans exceeding 60% of the lending value
(Beleihungswert) in %
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Funding

In the reporting period Essen Hyp issued bonds to
the amount of €11.2bn (€26.2bn). Public-sector
Pfandbriefe accounted for €4.1bn (€14.3bn) of

this figure, while mortgage Pfandbriefe accounted
for €0.2bn (€1.8bn) and other bonds not requiring

Outstanding Pfandbriefe and bonds issued by Essen Hyp

as at year-end in € bn; as of June 30, 2007

cover f(:)r €6.9bn (€10.1bn). At €4.6bn (€6bn),
most of these uncovered bonds were issued as
revolving credit via our Commercial Paper Pro-
gram.,

In the Jumbo Pfandbrief segment we placed a
benchmark issue of €1.5bn in February this year.
Originaillly, we had planned for an issuance volume
of €1bn. Given, however, that the Pfandbrief was

89
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oversubscribed by two and a half times within a
short period of time, we decided to increase the
original volume by 50%. Two thirds of the issue
was placed with international investors. In addition,
we increased an outstanding Global by €125m in
the reporting period.

As before, the Commercial Paper Program remained
the most important pillar in our uncovered funding
activities. This program enables us to issue short-
term money market debt instruments in all major
currencies. In the reporting period 109 (116)
drawings to the amount of €4.6bn (€6bn) were
made in EUR, USD, CHF and JPY. As of June 30,
2007 program utilization was €2.1bn (€2.5bn).

Furthermore, we raised funds totaling €1.7bn
(€6.1bn) under our Debt Issuance Program (DIP),
mostly in EUR and USD. In addition to the already
existing utilization we effected 12 (64) new drawings.
We use our Debt Issuance Program to raise medium
and long-term funds on the capital markets. The
instruments are placed via globally operating
banks,

In the period under review we additionally placed
an uncovered bond totaling €1bn in the Short
Liquid Money Market Bond (SLIMBO) segment.
Due to its good performance this bond, which has a
term of one year, was increased by €250m.
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Earnings, Assets
and Financial Situation

To the extent that the presentation of the bank’s
earnings situation includes figures from the profit
and loss account for the first half of 2006 (figures
in brackets), it has to be taken into account that
these figures do not constitute the previous year’s
figures within the meaning of § 265 Sec. 2 HGB,
given that they have been calculated partly on the
basis of the accounting standards applicable to

Figures from the profit and loss accountin € m

annual rinanciai statements and partly on a budget
basis. In view of the calculation method applied

| . .
we are nonetheless of the opinion that these figures
are meaningful and suitable for comparison purposes.

Earnings

Income. In the reporting period net interest income

came to €98.7m compared to €152.1m in the same
period of the previous year. This decline is mainly

due to the difficult market environment which is

charactbrized by a flat yield curve.

Commission income basically remained unchanged,
amounting to €3m compared to €2.6m in the same
period of the previous year.

140 138.3
120
— |
100 i 89.1
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60 — 49.6
40 323 _ 35.6
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20 15.7 - .
00 -28 . 2.0 -0.1
0 — —
Net interest  Net income/ General Net other Provision Operating Half-year
and loss from operating income and | for possible result net income
commission proprietary expenses expenses | loan losses

income trading
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Jun 30, 2007




LARA AR IVIGIIGHGIIICIIL A= IIlIIHD‘ i Lo LA 1 HTTEAT FAIRAR A TRl DA

[n contrast to this, however, commission expenses
decreased to €10.3m (€16.4m). This figure includes
commission paid to Commerzbank AG for brokering
home loans totaling €4.7m. These payments will in
future years lead to corresponding improvements
in our net interest income.

Net commission expenses totaled €7.3m (€13.8m)
in the reporting period.

Net interest and commission income thus came to
€91.4m (€138.3m).

Net loss from proprietary trading was €2.8m
(€0m).

Expenses. General operating expenses rose €4.3m
to €23.2m (€18.9m) in the first half of 2007. This
figure includes personnel expenses totaling €10m
(€7.9m). This increase in personnel expenses
mainly resulted from the necessary recruitment of
new staff, as well as from junior staff taken on
during the reporting period. Apart from this there
were no structural changes regarding our bank’s
staff. Another reason for the increase in personnel
expenses is the fact that provisions for the retirement
of Board members were made. General operating
expenses additionally include depreciation on
tangible assets totaling €1.3m (€0.9m), as well as

Breakdown of Essen Hyp’s half-year results (year-on-year)

Jan 1 - Jan1-

Jun 30, 2007 Jun 30, 2006 Change

in€m in€m in %

Interest and other current income 1,865.1 1,705.8 +15.2
— Interest paid 1,866.4 1,553.5 +20.1
= Net interest income 28.7 152.1 -35.1
— Net commission expenses -7.3 -13.8 -47.1
= Net interest and commission income 91.4 138.3 -33.9
- Net loss from financial operations 28 0.0 —
— Personnel expenses 10.0 7.9 +26.6
-~ Other administrative expenses 11.9 10.1 +17.8
— Depreciation on tangible assets 1.3 0.9 +44.4
= Partial operating result 65.4 118.4 -45.2
+/—Net other operating income and expenses ~0.1 2.0 —
= Operating result before provision for possible loan losses 653 121.4 -46.2
- Provision for possible loan losses 15.7 323 -51.4
= Qperating result 49.6 89.1 ~44.3
- Tax expendilures 14.0 20.3 -31.0
= Half-year net income 35.6 68.8 -48.3
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Development of batance sheet total in € bn as of June 30'i2007
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other administrative expenses totaling €11.9m
(€10.1m).

Net other aperating income and expenses was
€-0.1m (€2m) at the end of the reporting period.
This item comprises, among other things, rental
income from bank-owned real estate, as well as
expenditures concerning the maintenance of these
buildings, including lease guarantees carried as
liahilities,

In the first half of 2007 the operating result before
provision for possible loan losses was €65.3m
(€121.4m).

On balance, provision for possible loan losses,
which includes both provisions for credit risk and
income and ¢xpenses from cross-compensation
pursuant to § 340f Sec. 3 HGB, was €-15.7m
(€-32.3m). This is a decrease by 51.4%. In the
real estate business we added €11.4m (€10.8m) to
the valuation allowance reserve to cover our credit
risk as measured according to the most realistic
value approach, while also taking into account
releases. The negative balance in the securities
business was €4.3m (€21.5m).

The bank’s operating result after provision for
possible loan losses for the first half of the year
was €49.6m (€89, 1m).

Due to the developments described above and, in
particular, due to the low net interest income the
bank’s half-year net income decreased from €68.8m
to €35.6m.

Cash flow statement

bl b b e e
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Assets and financial situation

As of June 30, 2007 the balance sheet total was
€98.5bn (€102.4bn). The decline m total assets is
essentially due to the decrease in repo transactions.
In addition, the bank reduced the total volume of
fund units by €0.7bn. At the same time, the public-
sector loan portfolio was increased slightly from
€33.2bn to €33.8bn. The item bonds and other
fixed-income securities basically remained unchanged
compared to year-end 2006 and totaled €45.4bn
(€45.5bn).

In line with the bank’s asset structure there was
less need for funding, in particular in the public-
sector Pfandbrief segment.

Risk assets according to Grundsatz [ amounted to
€10.9bn (€11bn) on June 30, 2007. This results in
a total capital ratio of 11.9% (10.9%} in accordance
with Grundsatz 1.

The core capital ratio improved from 6.8% to 7.7%
in the reporting period.

2007
Cash funds at the beginning of period, Jan 1 242.4
Cash flow from operating activities 183.6
Cash flow from investing activities -379.7
Cash flow from financing activities 14.9
Cash funds at the end of period, Jun 30 61.2
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Ratings Subsequent Events

In May 2007 Moody’s upgraded Essen Hyp’s long- |

term counterparty rating from A2 to Al. The rating :

outlook for the bank’s mortgage Pfandbriefe was

changed from stable to positive. Between June 30, 2007 and August 10, 2007 there
were no material events which would have had an
impact on the bank’s performance and which would
rcquire| disclosure.

Overview of ratings as of June 30, 2007

|

FitchRatings ! Standard & Poor's Moody's
Public-sector Pfandbriefe AAA ' AAA Aaa
Mortgage Pfandbriefe AAA l not rated Aal
Long-term counterparty rating AJoutlook stable ‘ A-/outlook stable Al/outlook stable
Short-term counterparty rating F1 | A-2 P-1
Drawings under the
Debt Issuance Program
Financial strength B/C not rated C

Commercial Paper Program not rated A-2 P-1




Risk Report

Based on risk measurement and limitation, the
objective of Essen Hyp’s risk management is to
take the risks identified by our bank management
within a closely defined scope, while making use
of the resulting return opportunities. A detailed
description of our risk management system can be
found in our 2006 annual report.

In the first half of 2007 there have been no material
changes to the organizational framework, reporting
structure and risk management as given in the
2006 management report. The methods, systems
and processes outlined in our 2006 report are con-
tinuously reviewed and improved in order to meet
business and regulatory requirements.

27

Implementation of Basel {1/ SolvW and MaRisk
The bank’s activities as regards Basel Il were driven
by the supervisory review and certification of the
rating components and calculation procedures. In
this context, the so-called checklists for the rating
procedures requiring certification (Konkordanziisten)
were prepared in the first half of 2007.

To implement the Minimum Requirements for Risk
Management (MaRisk) Essen Hyp has assigned
the relevant requirements to partial projects. As
before, we are confident of our ability to fully
implement the MaRisk by year-end 2007.
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Risk categories

Essen Hyp differentiates between the following

risk categories:

Risk categories

Market risk

* Interest rate risk
+ Currency risk
* Volatility risk

+ Credit
spread risk

» Trading book
risk

Credit risk Liquidity risk
l

Default and * Market liquidity

credit quality risk

risk

+ Funding risk
Concentration
and cluster risk

Country risk
Settlement risk

Advance
payment risk

Replacement
risk

Performance
risk

Operational
risk

Processing risk
System risk
Personnel risk

External event
risk

Legal risk

Outsourcing
risk

Other risk

Business risk
Strategic risk

Reputational
risk

Real estate and
property risk

Participation
and equity
holding risk

Risk relating
to conditions
not in line with
the market




Risk taking capability

The central driving force of the risk and return
oriented overall bank management at Essen Hyp is
the optimal use of its economic capital. Economic
capital is defined as the amount of capital that,
with a predefined degree of probability, will have
to be advanced within a year to cover uncxpected
losses from risk affected positions (99.95% con-
fidence level, holding period of one year). Within
the scope of the calculation of the bank’s risk
taking capability the economic capital is compared

to the capital available for covering risk (capital for
risk coverage) in order to determine whether in the
event of a crisis there would be sufficient capital
available to cover any losses. Risk taking capability
exists if all (essential) risks are covered on an
ongoing basis by the capital for risk coverage. The
ratio of capiltal for risk coverage to economic capital
over the reporting period is shown in the chart
below.

Risk taking capability from July 1, 2006 to June 30, 2007 in %
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Business risk

Capital for risk coverage
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Market risk

As of June 30, 2007 the value at risk {(VaR) re-
presented 38.6% of the approved limit. Average
limit utilization over the past year was 52.3%., The
utilization of the limit for worst case scenarios was
43% at the reporting date, at an average of 50%
over the past year. Essen Hyp incurred almost no
currency or volatility risks in the first half of 2007,
or significantly eliminated those risks by means of
hedging instruments.

Credit risk

Provision for possible loan losses, Recognizable risks
in the credit business are appropriaitely taken into
account by means of specific valuation allowances

and of|global valuation allowances for latent risks.
Since the establishment of the bank there has been
no need to form specific valuation allowances for
the loans to public-sector bodies or entities governed
by pub‘lic law, or to set aside provisions for these
loans.

As far as real estate finance is concerned, in-depth
analyses that produce an estimation of potentially
necessary precautionary measures are carried out
in the course of the year to ensure a basis for the
bank to plan. For risk provisioning purposes,
specific valuation allowances in respect to credit
risks were formed by using the most realistic value
{MRV) approach. Starting with a rating of 6.1,
which!{corresponds to the default status under

Value at risk on a daily basis and on an annual average of the authorized limit from July 1, 2006

to June 30, 2007 in %
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Basel [, the portions remaining uncovered on value ratio. In the course of further implementation
application of the MRV approach have been fully of our internal rating systems, we will gradually
written down. achieve risk adjusted pricing by calculating standard

risk costs based on the expected loss.
As part of our credit risk strategy we determined
actuarial standard risk costs for both the home loan  Cover pool management. § 27 Sec. | of the German
segment and commercial real estate finance on the  Pfandbrief Act (PfandBG) requires Pfandbrief banks
basis of the existing portfolio quality and structure.  to implement an appropriate risk management

Given that some 95% of all home loans in our system which stipulates appropriate instruments and
portfolio do not exceed 60% of the property’s regulations concerning management, monitoring
lending value (Beleihungswert), we use uniform and control, in particular as relates to risks arising
standard risk costs for this business segment. In the out of loans included in the cover pool and the
commercial finance segment, however, standard issuance of Pfandbriefe backed by these loans. The

risk costs are calculated on the basis of the loan to  risk management system we have in place meets

Structure of our public-sector cover pool as of June 30, 2007
in %

B The German Federal Government, the
Federal Government's Special Fund and
the German Federal States (Lédnder)

.. Towns and municipalities, municipal
special purpose associations, non-profit
organizations and loans guaranteed by
municipal authorities

M Public-sector credit institutions with
special tasks

O Credit institutions governed by public
law (including ctaims guaranteed by
these), savings banks and German
cradit institutions governed by private law

Foreign territorial authorities, foreign
institutions governed by public law and
Total: €72.9bn foreign credit institutions
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the special requirements of § 27 Sec. 1 PfandBG.
The transparency requirements set out in § 28
PfandBG are also complied with.

Public-sector loans and securities issued by other
borrowers. Qur public-sector cover assets amounted
to €72.9bn as of June 30, 2007. A breakdown of
these cover pool assets by rating shows that 36.6%
are rated triple A, 32.7% double A, 14% single A
and 0.7% triple B. Assets that are not rated by an
external rating agency total 16% of all loans in-

Rating of public-sector cover assets as of June 30, 2007

cluded in the cover pool. 50.5% of these assets are
loans ttl) domestic and foreign public-sector entities
and institutions governed by public law and 49.5%
loans to credit institutions governed by public law,
domestic private banks and savings banks which,
accordilng to our own creditworthiness analysis

also en{oy excellent credit quality.
As a basic principle, an investment grade rating is

require%:l for the granting of loans not eligible for
cover to foreign public-sector entities and other

Standard & Poor's / Moody's / FitchRatings in €m in %
AAA / Aaa / AAA 26,722 368
AA+ / Aal | AA+ 5,843 8.2
AA [ Aa2 / AA [ 5,273 7.2
AA- | Aa3 1 AA—- | 12,608 17.3
A+ T AL/ A+ : 6,312 B.7
AJA2 A f 2,708 3.7
A-/ A3/ A- | 1,174 16
BBB+ / Baal / BBB+ 384 05
BBB / Baa2 / BBB f 893 0.1
Not rated : 11,702 16.1
Total l 72,919 100.0
|
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borrowers. As of June 30, 2007 loans to these bor-
rowers (not including derivatives) totaled €1.2bn.
Of these loans, 13.5% were rated double A, 80.7%
single A and 4.7% triple B. No external rating is
recorded for 1.1% of these loans.

Net present value of the Pfandbrief caover. We calculate
the net present value of our Pfandbrief cover on a
daily basis. The legal requirement is to maintain a
net present value surplus cover of 2% at all times.

QOur internal rule requires 2.5%. Pursuant to § 4
Sec. 2 PfandBG this surplus cover is calculated on
the basis of the net present value of the cover pool
while assuming the required stress tests. The stress
test ensures that the surplus cover of 2% is also
met in the event of interest rate movements. For its
stress test calculations, Essen Hyp employs the
dynamic method, which uses the value at risk
method based on the interest rate movements over
the previous 250 trading days. Under stress test

Net present value surplus cover of our public-sector Pfandbriefe from July 1, 2006 to June 30, 2007

in € bn
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Net present value surplus cover of cur mortgage Pfandbriefe from July 1, 2006 to June 30, 2007

in € bn
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conditions, the average net present value surplus
cover available at all times was 3.1% for public-
sector Pfandbriefe and 12.7% for mortgage Pfand-
briefe in the first half of 2007.

Liquidity risk

According to Grundsarz I a credit institution’s
liquidity is considered as assured if the weighted
liquid assets available to it within 30 days cover the
weighted payment obligations callable during this

Dec lan Feb Mar Apr May  Jun 07

period. {In the reporting period the liquidity ratio
was between 1.0 and 1.5 and thus at all times higher
than the minimum ratio of 1.0 required by the
supervisory authorities.

Operational risk

One of|Essen Hyp’s ongoing concerns is to keep
operational risk at a minimum level in order to
affect the economic capital as little as possible. To
achieve1 this, high standards are set in regard to




process quality. In addition, we are accelerating
the introduction of an IT standard and continue
to develop employee awareness in regard to opera-
tional risk.

In the period under review Essen Hyp assessed
the risk relating to the outsourcing of activities
in accordance with § 25a Sec. 2 of the German
Banking Act (KWG). In accordance with the Basel 11
requirements Essen Hyp is developing the instru-
ments “Risk Indicators” and “Capital Allocation
to Core Operational Units” in coordination with
Commerzbank. The aim of these risk indicators

is to identify threats and impairments in terms of
operational risk at an early stage. At present, there

1s no recognizable material operational risk. As of
the reporting date, there were no material changes
concerning the different types of risk as compared
to the risk assessment included in the 2006
management report.

Based on our current assessment of the overall
situation there will be no material changes con-
cerning these risks for the remaining months of
financial year 2007.

Development of our liquidity ratio in accordance with Grundsatz Il from July 1, 2006

to June 30, 20007
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Outlook

Global economic outlook

According to the U.S. Mortgage Bankers Association
13.8% of all subprime home loans in the United
States went into default in the first quarter of 2007
compared to 11.5% in the first quarter of 2006 and
10.6% in the first quarter of 2005.

According to a survey by the Federal Reserve,
most banks responded to the problems of the sub-
prime mortgage market by tightening their guide-
lines for granting loans in this business segment,
This change in the banks’ willingness to grant
home loans, combined with the difficulties currently
faced by investment trusts operating in the subprime
mortgage market, has raised concerns about a
general shortage of credit supply, which, in turn,
would negatively affect economic growth and the
capital markets.

Economic growth of nearly 3% in the United
States in 2007, as was forecast by us, 1s not set to
materialize. Gasoline prices at record levels, the
increase in both short-term and long-term interest
rates and a decrease in home prices in certain
regions are most likely to impair growth in personal
consumption expenditures in the second haif of the

year. In addition, narrowing profit margins are
set to negatively affect companies’ investment
activities.

Given that energy prices rose far more than expected
in the past months, the average change rate of the
consumer price index is not set to drop below the
2% mark in 2007, as was originally projected by
us.
In line with our forecast, the Federal Reserve kept
its federal funds target rate unchanged at 5.25%.
Given that the U.S. Central Bank continues to
point ta inflation risks in its statements, there are
no sign$ of potential rate cuts in the second half
of this year. However, the slowdown of economic
expansi:on forecast by us, combined with a declining
core inflation rate will prompt the Federal Reserve
to cut rates around year-end 2007. According to
our revised forecast this rate cut will lead to a
decline{in long-term yields.

As regards our growth forecast of somewhat more
than 2% for the euro area economy in 2007, the
risk of having to revise this projection upwards is
prevailing. Our forecast that the ECB would increase
its minimum bid rate for the main refinancing
operations in several steps to 4% in 2007 has
already materialized.

In contlrast to this, however, we are not able to
maintain our forecast that the average inflation rate
will dr(’)p below the 2% mark in 2007, given the




noticeable increase in gasoline prices in the past
months. Yields on long-term euro bonds are set to
decline again following the favorable development
of the U.S. bond markets,

The growth rate of some 2% forecast by us for the
Japanese economy for 2007 is likely to be exceeded.
At the same time, and in contrast to our forecast, the
deflationary trends have not yet fully disappeared
in the reporting period.

The majority of the market participants expect the
Bank of Japan to decide on another 25 bp hike of
its key interest rate to then 0.75% during its Sep-
tember mecting. We therefore keep our forecast
unchanged that the uncollateralized overnight call
rate is set to stand at 1% at year-end 2007.

Industry trends

As before, we keep unchanged our forecasts relating
to the future development of the banking industry,
which we made in the 2006 management report.
Accordingly, we continue to expect that sustained
economic expansion should have a positive impact
on the banking sector in the second half of the
year. Nonetheless, the development of the yield
curve will continue to have a major impact. Despite
further ECB rate hikes in March and June this
year, long-term yields maintained their relatively

low tevel. This flat yield curve will remain a strain
on the net interest income of credit institutions.

Opportunities and risks in public-sector lending
In accordance with our bank’s strategy we plan to
add new business opportunities and products,
including, in particular, primary market products,
to our existing product range.

In the European markets, we plan to expand our
business relationships to regional governments.

In addition, we intend to grasp new business
opportunities by offering structured transactions,
including, in particular public private partnerships
(PPP). In the Central and Eastern European markets,
investment grade ratings prevail. [n certain markets,
attractive margins can still be generated in lendings
to national governments. In the U.S. and in Canada
we see opportunities on a government level and in
state-guaranteed products. Over the medium term,
we expect additional business opportunities with
regional/local authorities.

Risks can be seen in considerable spread widenings,
triggered by a crisis in over-valued real estate
markets, such as the United States and Spain.
However, the bank has only very limited exposure
on thesc markets. Essen Hyp is not affected by

the developments on the U.S, subprime morigage
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markets referred to before, because the bank does
not have any direct or indirect exposure in this seg-
ment. The markets continue to see a global shortage
of assets, as central banks seem unable to absorb
the liquidity oversupply. We expect that the yield
curve will remain flat, thus offering limited oppor-
tunities to generate earnings from the selective
taking of market risk.

Opportunities and risks in real estate finance
As before, our main focus in this segment is on
commercial real estate finance in the West German
Federal States and selected foreign markets, as
well as on the granting of home loans throughout
Germany. Cooperation with Commerzbank in
the home loan segment, as planned for 2007, has
already been partly put into practice by launching,
among other things, special loan programs. The
risk adjusted pricing of loans in accordance with
Basel Il will overall lead to a relief in capital
requirements in the real estate business, which
should make more room for additional new
business.

We expect that the recovery of the German office
markets is set to continue in 2007. This favorable
development has been mainly driven by the economic
upswing in Germany. The economic recovery is set
to continue into 2008, while even gaining further
momentum.

Turning to the French real estate markets, we con-
tinue to expect increasing rents and falling vacancy
levels. Due to strong demand and supply shortages,
yields are set to decline even further. A similar
development is projected for the commercial real
estate 1 arkets in prime locations in the United
States. For the UK, we expect real estate markets
to remain stable. However, there are initial signs
of a turllnaround as regards yields on non-prime
properties.

Opportunities and risks in the funding business
In line with our plans, we reduced the total issuance
volume following the record levels seen in 2006.
We expect that funding levels will remain stable in
view of the excellent ratings of our Pfandbriefe.

As before, we trust in our broad investor base
which ensures that we ¢can place our issues on the
marketls at any time. In addition, potential U.S.
investors have gained more and more expertise in
the Pfandbrief markets, which translated into an
increase in demand. Given that we reduced issuance
volume; during the first half of 2007 there could be
an increase in demand for Essen Hyp paper. In
addition, the implementation of Basel I, which
brings about advantages for certain types of in-
vestors, might also have an additional positive
impact,on Pfandbriefe.
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We plan ta broaden our product range by adding estimates, forecasts and expectations. These state-
further funding instruments in the future. This ments involve risk and uncertainty. A great propor-
includes, in particular, structured issues which tion of the many factors that impact our business
offer additional spread advantages. However, we are outside our control. This includes, in particular,
are committed to making sure that these products changes in the economic situation, financial market '
comply with our strategic orientation and are sentiment worldwide and potential credit defaults,
closely linked to our core business. Actual results and developments can thus signific-
antly differ from our current assumptions, which
The general risk in funding that we see is mainly are valid only at the time of publication. We do not
that there might be less demand for Pfandbriefe assume any obligation to update our statements as
due to the availability of alternative products a result of new information becoming available or
generating higher yields. In addition, market the occurrence of unexpected events,
turbulences might cause noticeable spread
widenings.

Future earnings development

In general, the forward-looking statements about
Essen Hyp’s earnings development made in the
2006 management report continue to apply.

As far as we can see today, the reduction in our net
income will persist in the second half of the year.
In cooperation with Commerzbank AG Essen Hyp
currently works out a strategy to improve its market
presence in the segments of public-sector and real
estate finance.

Caveats concerning the cutlock

This interim report contains forward-looking state-
ments in respect of business and earnings trends
at Essen Hyp that are based on our current plans,
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Condensed Balance Sheet of Hypothekenbank in Essen AG as;. of June 30, 2007

Assets
Jun 30, 2007 Dec 31, 2006
€ € € '000s
Cash reserve 61,239,424.98 242 364
Claims on banks
a} public-sector loans 10,931 ,646,?26.48 10,035,030
b} other claims 8,229,148 M 20,160,795,465.85 12,768,820
Claims on customers
a) mortgage loans 8,205.491,%97.61 8,074,005
b) public-sector loans 22,821 ,516,? 74.64 23,213,748
o) other claims 4925077458 31,076,258,246.83 33,300
Bonds and other fixed income securities
a) bonds and notes 45,146,920,960.43 45,109,406
b) bonds and notes issued by
Hypothekenbark in Essen AG 204.361,546.83 45441,281,607.26 406,574
Shares and other variable-yield securities 1,075,673,079.57 1,738,010
Participations 1.00 0
Holdings in affiliated companies 2,029,898.77 2,030
intangible assets 1,568,281.00 1,202
Tangible assets 47,122,308.82 48,567
Other assets 59,022,317.96 46,991
Deferred items 573,961,550.77 637,301
Total Assets 98,498,952,182.81 102,357,358
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Liabilities and Shareholders' Equity

Jun 30, 2007 Dec 31, 2006
€ € € '000s
Liabilities to banks
a) registered morigage Pfandbriefe issued 375,096,367.74 453,856
b) registered public-sector Pfandbriefe issued 650,348,583.01 805,650
c) other liabilities 12,231 89914 13,256,980,849.89 11,507,138
Liabilities to customers
a) registered mortgage Pfandbriefe issued 1,645,076,3568.80 1,505,287
b) registered public-sector Pfandbriefe issued 5,791,496,071.19 5,487,386
c) other liabilities 543,173,659,58 7,979,746,089.67 391,299
Securitized liabilities
a) bonds and notes issued
aa) mortgage Pfandbriefe 2,667,979,337.18 2,708,130
ab) public-sector Pfandbriefe 65,489,881,466.27 69,349,619
ac) other bonds and notes 7,159,730,027.18 75,317,590,830.63 8,262,264
Other liabilities 85,784,448.19 79,609
Deferred items 285,116,324.47 278,494
Provisions 16,272,342.00 21,588
Subordinated liabilities 388,034,068.90 373,147
Profit-sharing certificates 288,350,531.52 288,351
Capital and reserves
a) subscribed capital 412,000,000.00 364,000
b) capital reserve 339,574,600.00 339,575
c) revenue reserves
ca} other revenue reserves 83,876,000.00 45,076
d} distributable profit 0.00 96,800
e} half-year net income 35,626.097.64 881,076,697.64 0
Total Liabilities and Shareholders’ Equity 98,498,952,182.81 102,357,358
Contingent liabilities
* liabilities from guarantees and
indemnity agreements 2,996,324,508.08 1,023,226
Other. commitments
imevocable lending commitments 547,601,728.63 408,705
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Candensed Profit and Loss Account of Hypothekenbank in Essen AG for the Period from January 1, 2007

to June 30, 2007

Interest income from lending and money market transactions,

fixed income securities and government-inscribed debt

1,928,533,030.05

Interest paid

-1,866,426,143.94

63,106,886.11

Current income from shares and other variable-yield secunties,

participations and holdings in affiliated companies 35,512,940.76
Commission received 3,017,780.71
Commission paid —10,306.796.29 -7,289,015.58
Net loss from financial operations =-2,786,600.00
Other operating income 5,039,985.05
General operating expenses
a) personnel expenses
aa) wages and salaries -8,407,847.96
ab) compulsory social security contributions -1,607,201.00

b} other administrative expenses

~11.845.279.81

-21,860,328.77

Depreciation on and value adjustments

to intangible and tangible assets

-1,309,734.84

Other operating expenses

-5,100,613.72

Write-downs of and value adjustments to claims
and certain securities, as well as additions

to the provision for possible loan losses

-15,717,721.39

Result arising from ordinary business activity

49,595,797.62

Income tax -13,886,823.33
Other taxes, unless already shown under ‘Other operating expenses’ —82,876.65 -13,969,699.98
Half-year net income 35,626,097.64




Statutory balance sheet preparation rules

Our condensed interim financial statements have been prepared in accordance
with the provisions of the German Commercial Code (HGB), the German Stock
Corporation Act (AktG), the German Pfandbrief Act (PfandBG) and the regulation
concerning reporting practices for credit institutions (RechKredV). Legally
required information concerning individual items in the condensed balance sheet
and the condensed profit and loss account is provided in the condensed notes, if
and to the extent that this is needed to appropriately understand material changes
and developments in the period under review.

We used the same balance shect preparation and valuation principles as in the
2006 annual financial statements. For the first time we compiled condensed
interim financial statements pursuant to § 37w of the German Securities Trading
Act (WpHG). In accordance with the German Accounting Standard (DRS) 16
Sec. 72 the condensed profit and loss account does not include the previous year’s
figures.
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Maturity structure

The claims and liabilities shown below are classified according to their remaining
time to maturity and/or notice period and are broken down as follows:

Breakdown by remaining time to maturity in € m

Jun 30, 2007 Dec 31, 2006

Claims on banks 20,1608 22,803.9
Payable on demand 1,347.7 22075
Up to 3 months 8,116.6 11,052.6
More than 3 months, up to 1 year 1,245.5 685.1
More than 1 year, up to 5 years 38106 3171.9
Moare than 5 years 5,640.4 5,686.8
Claims on customers 31,076.3 31,3211
FPayable on demand 225.1 1480
Up to 3 months 29204 3,348.3
More than 3 months, up to 1 year 4,737.2 4,735.7
More than 1 year, up to 5 years 12,834.7 12,294.3
More than 5 years 10,358.9 10,793.8
Liabilities to banks 13,257.0 12,766.6
Payable on demand 1,071.2 424.3
Up to 3 months 10,753.5 10,700.4
More than 3 months, up to 1 year 307.5 428.6
More than 1 year, up to 5 years 641.1 499.7
More than 5 years 483.7 7136
Liabilities to customers 7,979.7 7,384.0
Payable on demand 16.2 31.9
Up to 3 months 519.0 300.9
More than 3 months, up to 1 year 234.1 312.5
More than 1 year, up to 5 years 1,373.4 1,402.7
More than 5 years 5,837.0 5,336.0
Due by Jun 30, 2008 Due in 2007

Bonds and other fixed income securities 49415 5,038.0
Bonds issued 25917.5 24,399.3




Marketable securities in € ‘000s

Total Marketable Listed Not listed

on a stock on a stock on a stock

exchange exchange exchange

Bonds and other fixed income securities {book value) 454412816 454412816 42 587,039.7 28542419

Nominal value 45,952,927.7 45,952 927.7 43,008,8185 2,944,109.2
Shares and other variable-yield securities {book value) 1,075,673.1 — - -
Fund units 13,327,693.0 - — —
Participations {(book vatue} 0.0 —_ — —
Nominal value 33.2 - — -
Holdings in affiliated companies (book value) 2,020.9 e —_ —
Nominal value 927.0 — — —

Repos

As of June 30, 2007, repo trading comprised securities with a nominal value of
€2,467m (previous year: €875m) and a book value of €2,530m (previous year:

€887m).

Assets pledged as securities

Fixed income securities were pledged at a total market value of €5,195m (previous
vear: €6,556m) and variable-yield securities (fund units) to the nominal amount
of €113m (previous year: €334m). Of this total, securities with a total market
value of €5,173m (previous year: €6,534m) were placed in a pledge account at
the Deutsche Bundesbank. These securities were used as collateral for liabilities
to banks. In addition, cash collateral to the amount of €1,067.5m (previous year:
€1,890m) was posted to guarantee commitments arising out of financial futures

transactions.

Shares and other variable-yield securities

In addition to the fund units reported here, this item also includes CBP-Cofonds
units totaling €3.9m. This fund is exclusively used to meet pension obligations.

Other assets
Other assets essentially comprise the adjustments from foreign currency swap

valuation, three commercial properties taken over as a loss prevention measure
and tax refund claims.
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Changes in the book value of fixed assets in € ‘000s

Participations Holdings Intangible Tangible Bonds
in afﬁliat_ed assets assels and notes
companies

Cost of acquisition/production
carried forward on January 1, 2007 0.0 2,029.9 1,513.5 78,089.1 3,811,862
Additions in the first half of 2007 — — 438.0 507.6 849,081.2
Disposals in the first half of 2007 — — — 957.7 1,369,724.8
Accumulated depreciation — — 383.2 30,5186.7 34,364.9
Net book value as of June 30, 2007 0.0 2,029.9 1,668.3 47,1223 3,256,853.6
Net book value as of December 31, 2006 0.0 2,029.9 1,201.8 48,567.5 3,785,228.6
Depreciation in the first half of 2007 - —_ 715 985.1 8,070.4
The market value of the bonds and notes recorded in the fixed assets is
€3,222.8m.

Deferred items in relation to the issuing and lending business in € m

Jun 30, 2007 Dec 31, 2006
Assets
Premiums relating to claims 2279 2473
Discounts relating to bonds issued 237.2 275.0
Total 465.2 5223
Liabilities
Discounts relating to claims 69.2 41.4
Premiums relating to bonds 64.7 318
Total 133.9 73.2

Other liabilities to banks

This item comprises open-market transactions to the amount of €4.1bn (previous

year: €6.1bn). The nominal volume of securities deposited on a pledged account
at Deutsche Bundesbank was €5.2bn (previous year: €6.5bn). This item further
contains primarily term money borrowings and loans taken out, as well as pro-rata

interest and interest due on swap transactions.

Other liabilities

This item essentially comprises interest accrued pro rata and due in respect of
subordinated liabilities and profit-sharing certificates, profit-sharing certificates

due and adjustments from foreign currency swap valuation.
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Subordinated liabilities/Profit-sharing certificates

In the event of the bank’s insolvency or liquidation, subordinated liabilities will be
repaid only after satisfaction of the claims of all non-subordinated creditors. Early
repayment is excluded. The total interest and discount expenses in connection with all
subordinated loans is €10.2m (previous year: €8.2m),

The individual subordinated toans represent less than the 10% limit of the total
inventory.

There have been no changes regarding profit-sharing certificates compared to year-
end 2006.

Subscribed capital/Authoerized capital

The ordinary General Meeting of March 21, 2007 authorized a capital increase of
€48m to 100%, to be funded from the bank’s own resources. This capital increase
was subsequently carried out. The subscribed capital thus amounts to €412m.
The subscribed capital of €412m is subdivided into 412,000,000 registered shares
with a nominal value of €1 each. The capital is fully paid up.

At the General Meeting of March 17, 2005 the Board of Managing Directors was
empowered to increase the authorized capital by March 16, 2010 in one or more steps,
but overall by a maximum nominal amount of €100m, by means of the issuance of
new shares against cash contributions and with the approval of the Supervisory
Board. This authorization has not been utilized to datc. Thus there remains €100m
authorized but unsubscribed capital.

Revenue reserves

Pursuant to a resolution of the General Meeting dated March 21, 2007, first €96.8m
was appropriated to the revenue reserves. To implement the capital increase from the
bank’s own resources, €48m was then withdrawn from the other revenue reserves and
allocated to the subscribed capital. The other revenue reserves thus total €93.9m.

Contingent liabilities

The contingent liabilities essentially comprise 90 credit default swaps to the total
nominal amount of €3bn.

Other commitments in € m

Jun 30, 2007 Dec 31, 2006
Total irrevocable lending commitments:
Mortgage loans 383.7 408.1
Public-sector loans 183.9 06

Total 547.6 408.7
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Personnel expenses

Personnel expenses for the first half of 2007 totaled € 10m due to an increase in
the number of staff, This amount includes provisions for the retirement of Board
members carried as a liability.

Other administrative expenses
Other administrative expenses amounted to €11.9m. This amount includes the
auditors’ fees for the reporting period which were reported as expenses:

in € '000s Jun 30, 2007
a) audit of the financiat statements 578
b) other certification and valuation services 36
c} tax consultancy services B8
d) other services 66
Total 768

Other operating income and expenses

Other operating income essentially includes rental income, as well as income
from the release of provisions and proceeds from service agreements entered
into, Other operating expenses essentially comprise the reimbursable expenses
of our tenants, current maintenance and repairs of our buildings and costs from
issuing lease guarantees.




Cover pool of our public-sector Pfandbriefe in € ‘000s

Jun 30, 2007 Dec 31, 2006
Claims on banks
- public-sector foans 10,625,363 9,737,660
Claims on customers
- mortgage loans {guaranteed by public-sector bodies) 13,367 13,858
- public-sector loans 21,671,001 22,453,255
Bonds and other fixed income securities
{book value in € '000s: 40,970,003) 40,708,937 44,137,361
Total cover assets 72,918,668 76,342,134
Total volume of public-sector Pfandbriefe requiring cover 70,720,913 74,259,809
Surplus cover 2,197,755 2,082,325
Cover pool of our mortgage Pfandbriefe in € '000s

Jun 30, 2007 Dec 31, 2006
Claims on customers
- mortgage loans 4,368,118 4,391,541
Tangible assets (land charges on property owned by the bank) 17,486 17,486
Bonds and other fixed income securities
(book value in € '000s: 829,287} 817,669 417,258
Total cover assets 5,203,273 4 826,285
Total volume of mortgage Pfandbriefe requiring cover 4,617,009 4,582,176
Surplus cover 586,264 244,109

Interest in arrears on claims serving as cover for mortgage Pfandbriefe
Interest in arrears is €133,100 for residential loans and €400 for commercial
loans.
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Foreclosure sales/Administration

Foreclosure  Administration Foreclosure Total number Foreclosure

sales sales and of cases sales effected
administration

Jun 30, Dec 31, Jun30, Dec 31, Jun30, Dec 31, lun30, Dec 31, Jun30, Dec 31,
2007 20086 2007 20086 2007 2006 2007 2006 2007 2006

Residential properties 132 131 12 19 11 17 1565 167 33 35
Commercial properties 7 13 6 12 4 10 17 35 3 <]
Total 139 144 18 31 15 27 172 202 36 41

Properties subject to foreclosure and/or administration were removed from the
cover pool.

In the first half of 2007 the bank did not take over any properties for the purpose
of loss prevention.

Repayments on mortgage loans serving as coverin € m

Commercial Residential

Jun 30, 2007 Dec 31,2006  Jun 30, 2007  Dec 31, 2006

Repayments in the reporting year:

Through amortization 6.7 110 34.2 66.5
Other 113.8 98.4 74.2 175.0
Total 1205 109.4 108.4 2415

Disclosure of financial and other information in accordance with § 28 of
the German Pfandbrief Act (PfandbG)

Financial and other information requiring disclosure in accordance with § 28 of
the German Pfandbrief Act can be viewed on our website www.essenhyp.com.
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Financial derivatives in € m

Nominal amount

Market value

53

Remaining time to maturity

Interest-based transactions: <=1 year 1-5 years > 5 years Total Positive Negative Total
Interest rate swaps

(same currency) 75,601 67,964 64,393 208,048 2,652 -3,388 ~836
Interest rate option sales 312 1,316 4,430 6,058 75 -354 -279
Other interest contracts 51 100 — 151 -7 -1
Credit derivatives 400 260 2,708 3,368 -1 3
Currency-based transactions:

Currency swaps 1,085 4,839 4,628 10,552 448 -~500 =52
Total 77,539 74,479 76,159 228,177 3,085 —4,250 -1,165
Total previous year 37,273 94,738 83,089 215,100 1,773 -4,485 -2,712

Derivatives are used to hedge interest rate and market price fluctuations, as

well as currency and counterparty risk. Derivative trading was carried out via

the trading book. The negative market values of derivatives are offset by a
positive market value of all interest-bearing transactions.

All contracts were concluded with OECD banks.

The credit equivalent (counterparty risk} according to the mark-to-market
method pursuant to the stipulations of Grundsatz [ amounted to €1,020.3m
(previous year: €992.7m). This method requires that first the positive market
value be determined taking into account the pertinent counterparty netting
agreements. Then the premiums calculated for each counterparty are added.
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Total volume of foreign currency positions in € m

Jun 30, 2007 Dec 31, 2006
Assets 5,287.8 5,201.8
Liabilities 4,655.6 4537.7

In general, all foreign currency positions have been hedged by corresponding
rate-hedging transactions in order to eliminate currency risk.

Average number of staff

Collectively negotiated Individually agreed

salaries (non-exempt) salaries (exempt)

1* half of 2007 2006  1* half of 2007 2006

Full-time staff 86 90 62 b3
Trainees 15 16 - -
Part-time staff 9 8 2 2
Total 110 115 64 55

The average number of staft employed in the reporting period was 174 (previous
year: 170).
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Corporate Governance Code - Declaration of Conformity

The Board of Managing Directors and the Supervisory Board of Hypotheken-
bank in Essent AG issued a Declaration of Conformity available on the web at
www.essenhyp.com,

Commitments to affiliated companies

We have concluded a subordination agreement relating to a portion of the loan
facility granted to our subsidiary TIGNATO Beteiligungsgesellschaft mbH & Co.
KoélnTurm MediaPark KG, Essen.

We have issued a comfort letter to our subsidiary Grundbesitzgesellschaft Berlin
Rungestralle 22-24 mbH, Essen.

Other financial commitments

Our commitments arising out of services, rental and licensing agreements
amount to approximately €8.1m (previous year: € 8m) per year for the next
three years.

Consolidated interim financial statements

Commerzbank AG, Frankfurt am Main, holds an equity share of more than
50% in our company.

Hypothekenbank in Essen AG is included in the Commerzbank AG’s consoli-
dated interim financial statements, prepared on the basis of the International
Accounting Standards (IAS) and/or International Financial Reporting Standards
(IFRS), as approved and published. Except for TIGNATO Beteiligungsgesell-
schaft mbH & Co. KélnTurm MediaPark KG, Essen, our subsidiaries are not
included as subsidiaries in Commerzbank AG’s consolidated interim financial
statements.

Seats on Supervisory Boards and other Supervisory Committees
Hubert Schulte-Kemper
— LEG Landesentwicklungsgesellschaft NRW GmbH, Diisseldorf

Wolfgang Groth
— EUROHYPO Europdische Hypothekenbank S. A., Luxembourg
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Supervisory Board Board of Managing Directors
MICHAEL REUTHER HUBERT SCHULTE-KEMPER
Chairman (since March 21, 2007) Chairman

Member of the Board of Managing Directors,

Commerzbank AG BURKHARD DALLOSCH

DR. ERIC STRUTZ MICHAEL FROHNER
Chairman (until March 21, 2007) (until March 31, 2007)

Member of the Board of Managing Directors,

Commerzbank AG WOLFGANG GROTH

{since April 1, 2007)
DIPL.-OEC. BERTA SCHUPPLI
Deputy Chairman

WOLFGANG HARTMANN
Member of the Board of Managing Directors,
Commerzbank AG

ERICH LABS
Bank Employee

KURT MULLER
Appraiser

Responsibility Statement by the Members of the Board of Managing Directors

“To the best of our knowledge, and in accordance with the applicable accounting principles for interim
financial reporting, the condensed interim financial statements give a true and fair view of the assets,
financial situation and earnings of the bank, and the interim management report of the bank includes
a fair review of the development and performance of the business and the position of the bank, together
with a description of the principal opportunities and risks associated with the expected development
of the bank for the remaining months of the financial year.”

Essen, August 10, 2007
Hypothekenbank in Essen Aktiengesellschaft

The Board of Managing Directors

llbompy Sl j%

Schulte-Kemper Dallosch
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Auditors’ Review Report
To Hypothekenbank in Essen Aktiengesellschaft,
Essen

We have reviewed the condensed interim financial
statements consisting of the condensed balance
sheet, condensed profit and loss account and con-
densed notes, as well as the interim management
report of Hypothekenbank in Essen AG for the
period from January 1, 2007 to June 30, 2007,
which are components of the half-year financial
report pursuant to § 37w of the German Securities
Trading Act (WpHG). The preparation of the con-
densed interim financial statements in compliance
with the stipulations of German commercial law and
of the interim management report in compliance
with the provisions of the WpHG applicable to
interim management reports are the responsibility
of the company’s Board of Managing Directors.
Our task is to issue a report on the condensed
interim financial statements and the interim
management report on the basis of our review.

We carried out our review of the condensed interim
financial statements and the interim management
report in accordance with the German standards
for the review of interim financial statements as
established by the German Institute of Auditors
finstitut der Wirtschaftspriifer, IDW), Those stan-
dards require that we plan and conduct the review
in such a way that we can preclude through critical
evaluation, with a certain level of assurance, that
the condensed interim financial statements have not
been prepared, in material aspects, in accordance
with German commercial law and that the interim
management report has not been prepared, in
material aspects, in accordance with the regulations
of the WpHG applicable to interim management
reports. A review is limited primarily to inquiries
of company employees and analytical assessments

and therefore does not provide the assurance
attainable in a financial statement audit. Since, in
accordance with our engagement, we have not
performed a financial statement audit, we cannot
issue an auditors’ report.

Based on our review, no matters have come to our
attention that cause us to presume that the condensed
interim financial statements have not been prepared,
in all material respects, in accordance with German
commercial law or that the interim management
report has not been prepared, in atl material respects,
in accordance with the regulations of the WpHG
applicable to interim management reports.

Diisseldorf, August 14, 2007
PricewaterhouseCoopers Aktiengesellschaft

Wirtschaftspriifungsgesellschaft

Busch ppa. Meteling
Auditor Auditor
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Head Office

ESSEN

Gildehofstrasse |

45127 Essen

Germany

PO Box 10 18 61

45018 Essen

Germany

Tel.: +49201 81 35-0

Fax: +49 201 81 35-200
Internet: www.essenhyp.com
E-mail: info@essenhyp.com

Registered under
HRB (Register of Companies) Essen No. 7083

Branches

BERLIN

Jigerstrasse 58

10117 Berlin

Germany

Tel.: +49 30 814507-10

Fax: +4930814507-29
E-mail: berlin@essenhyp.com

FRANKFURT AM MAIN
Westendstrasse 19

60325 Frankfurt/Main

Germany

Tel.: +49 69 172065

E-mail: frankfurt@essenhyp.com

HAMBURG

Fleethof — Stadthausbriicke |
20355 Hamburg

Germany

Tel.: +49 4032 5243-00

Fax: +4940325243-29

E-mail: hamburg@essenhyp.com

MUNICH

Romanstrasse 43

80639 Minchen

Germany

Tel.: +4989291617-52

Fax; +49 89291617-54

E-mail: muenchen@essenhyp.com
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Representative Offices

BRUSSELS

Rue de I’Amazone 2

1050 Bruxelles

Belgium

Tel.: +3225349595

Fax: +3225349696

E-mail: bruessel@essenhyp.com

LONDON

6" Floor

60 Gracechurch Street

London EC3V OHR

Great Britain

Tel.: +442072833142

Fax: +442072832649
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Risk Report

Fundamental principles

Concept and goals of risk management

Risk is an integral part of all entrepreneurial activity
and involves a danger that corporate goals may not

be attained due to internal and/or external events or
actions or decisions, or that indeed the continuation

of the company as a going concern may be jeopar-

dized. Only conscious and target oriented risk

management procedures enable Hypothekenbank
in Essen AG optimaliy to attain its overall banking
goals. Furthermore, we ensure comprehensive risk
management in order to meet the expectations and
requirements of our parent company, our investors
and capital market partners, rating agencies and the
regulatory authonties. We consider risk management
to be the entire set of all organizational regulations
and measures for the identification of risk and the
conscious and target oriented treatment of such
risk. A comprehensive system for risk identification,
carly warning, evaluation (analysis and assessment),

The risk management system at Hypothekenbank in Essen AG

Early warning
system

Measurement and
evaluation of the
main risks

Indicators:
e.g. credit business

Within and/or outside
the rating system also diversification
effects/portiolio level,

e.g. credit risk model

Risk identification Risk management Risk control

active

Risk avoidance

Risk management

Risk controlling

Limitation of Monitoring and
individual risks and communication of
overali risk individual risks,

overall risk and
compliance with the
credit risk strategy

Implementation

of measures, e.g.

transfer of credit risk
Reporting

Suggestions for action

passive

Risk underwriting

Risk reduction/

limitation

Risk transfer
Risk diversification
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control and monitoring within the scope of a risk
management system is therefore an integral part of
Essen Hyp’s business processes.

Our risk management system is oriented on the
business and credit risk strategy and therefore

on the bank’s corporate goals and constitutes

a supplement to our strategic and operational
planning, Its function is, in particular, assuring the
bank’s existence and its future success.

The concept of risk represents the danger that actual
results will be different from those expected. It can
therefore be described as a probability distribution

Risk categories

Market risk Credit risk

* |Interest rate risk  « Default and

Liquidity risk

in which both positive and negative variances take
place around an expected value. A positive variance
is described as an opportunity, whereas a negative
variance is considered to be a threat.

Risk categories

Market risk. The tern market risk generally comprises
all risks involving unfavorable developments in the
money and capital markets. Such risks result from
the fluctuation of market prices {interest rates,
foreign currencies) as well as other price affecting
parameters (volatilities, credit spreads). Essen Hyp
subdivides market risk into general market risk,

Operational Other risk

risk

* Market liquidity  + Processing risk  * Business risk

= Currency risk cf;id't quality risk + System risk * Strategic risk
ri .

* Volatility risk ) Funding risk * Personnel risk * Reputational

= Concentration risk

» Credit and cluster risk + External event
spread risk Country risk risk * Real estate and

* Country ris -

* Trading book ) * Legal risk property risk
. + Setttement risk T
risk - Outsourcing * Participation

* Advance risk and equity
payment risk holding risk

* Replacement *» Risk relating
risk to conditions

* Performance
risk

* Cover pool risk

not in line with
the market
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which includes interest rate risk, currency risk and
volatility risk, and specific market risk, which
includes credit spread risk.

Credit risk. Credit risk involves the danger that
unexpected losses may result from a full or partial
default and/or an increase in the expected default
probability of borrowers (deterioration of credit-
worthiness). While default risk defines the danger
that a borrower may not at all or only partiatly make
contractually agreed upon principal or interest
payments, credit quality risk is the danger of a
deterioration in a borrower’s creditworthiness. In
addition, credit risk also comprises concentration
and cluster risk, country risk and counterparty risk
(settlement and advance payment risk as well as
replacement and performance risk),

Liquidity rigk. Liquidity risk covers the current or
future danger of an institution not being able to
meet its current or future payment obligations
when due, or only to be able to do so while in-
curring losses. Essen Hyp subdivides liquidity risk
into market liquidity risk and funding risk.

Operational risk. Operational risk (Op-Risk) is the
danger of incurring losses due to inadequacy or
failure of internal processes and systems, human
error or external factors. This definition includes
legal and outsourcing risk,

Other risk. The “other risk” category includes risk
that can be quantified either only with difficulty or
else not at all, such as e.g. business risk, strategic
risk or real estate and property risk. Essen Hyp is
aware of the existence of these types of risk and
counters potential losses by instituting a buffer in
the bank’s risk taking capability calculation.

Risk taking capability, risk limitation and limit
system

The central driving force of the risk and return
oriented overall bank management of Essen Hyp
is the optimal use of its economic capital, which is
defined as that amount of capital that, with a certain
degree of probability, will have to be advanced
within a year to cover unexpected losses from risk
affected positions (99.95% confidence level,
investment period of one year). Within the scope
of the calculation the economic capital is com-
pared to the capital available for covering risk
(capital for risk coverage) in order to determine
whether in the event of a crisis there would be
enough capital available to cover potential losses.
Risk taking capability exists when all (essential)
risks are covered on an ongoing basis by the risk
coverage potential (see graph top right).

The ratio of capital for risk coverage to economic
capital over the reporting year is shown in the
adjacent graph (bottom right}.
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Diagram of the risk taking capability calculation

Business risk

Operational risk

Budgeted
net income .
Credit risk
Revaluation
reserve )
Market risk
Core capital

Economic capital
Capital for
risk coverage

Risk taking capability over the reporting year

%
100

80

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

B Market risk "' Business risk
B Credit risk Capital for risk coverage

Bl Operational risk
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Organization of the risk management and
controlling functions

Risk management organization

An essential prerequisite for the effectiveness and
thus efficacy of the risk management system is a
clear and transparent risk management organization.
To ensure these qualities, the roles and responsibi-
lities of the participating organizational units and
their function within the bank wide risk manage-

Risk management organization

ment and control process are defined so as to
prevent potential misunderstandings concerning
responsibility or overlaps.

At Essen Hyp, the Board of Managing Directors
has the overall responsibility for the management
of the risks resulting from the individual activities.
In the strategic area, the Board of Managing
Directors is supported by the Credit Committee
(CC), chaired by the Chief Risk Officer (CRO),

Risk Committee of the Supervisory Board

Board of Managing Directors

Risk strategy

CRO

Risk controlling

Market risk Credit risk

Liquidity risk

Opcrational risk

Other risk

Risk management
cC ALCO

Back office Front office

Other risk management units

Risk types

Process monitoring: Internal Audit Department
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and by the Asset Liability Committee (ALCO) as
well as by Board and business planning meetings.
Operational risk management according to the
bank’s stated strategy lies within the scope of
responsibility of the responsible front office and
back office units. Risk controlling is ensured,

in particular, by the Controlling Department.
Process-independent monitoring of the risk manage-
ment system is carried out by Essen Hyp’s Internal
Audit Department.

The graph on the left provides an overview of the
tasks and responsibilities defined within the scope
of the risk management organization.

Internal audit

The Internal Audit Department is an instrument

of the Board of Managing Directors of Essen Hyp
and reports directly to the Chairman of the Board
of Managing Directors, It is an essential building
block of the bank-wide monitoring system. Acting
on instructions from the Board of Managing
Directors, it provides independent and objective
audit and consulting services designed to create
added value and improve business processes. It
supports Essen Hyp in the achievement of its goals
by evaluating and helping improve operating and
business processes, risk management and controlling
as well as the bank’s internal control system with a
systematic and target oriented approach.

Based on a long-term audit plan, the Internal Audit
Department reviews and evaluates all operating

and business processes of Essen Hyp on a risk and
process oriented basis, including, more particularly,

« the functionality, efficacy, cost-effectiveness and
adequacy of the internal control system,

* the application, functionality, efficacy and
adequacy of the bank’s risk management and
controlling systems, reporting, information
systems and finance and accounting systems,

» compliance with statutory and regulatory
requirements as well as other provisions,

» compliance with corporate guidelings,
regulations and stipulations, as well as

« the regularity of all operational and business
processes, regulations and provisions for the
protection of the bank’s assets.

The Internal Audit Department draws up a written
audit report in a timely manner after completion
of the review process. The audit report contains

a description of what has been audited, the con-
clusions of the audit, an assessment of these con-
clusions and a list of recommended measures.
Implementation of the measures and recommenda-
tions stated in the report is monitored by means of
a database application.

The Supervisory Board of Essen Hyp is kept in-
formed of the most relevant findings in its regular
meetings. In addition, annually and following the
end of the financial year, the Supervisory Board
receives a comprehensive report on the most
important findings as well as on the current status
of the implementation of the pertinent measures.
Any serious deficiencies that are identified are
reported to the Chairman of the Supervisory Board
without delay.

Implementation of Basel 11/SolvV and MaRisk
The impact of Base! Il on Essen Hyp. In the first
quarter of the reporting year, Essen Hyp participated
in the Fifth Quantitative Impact Study (QIS 5). The
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results were stringently analyzed and have been
incorporated into Commerzbank AG’s consolidated
Group reporting. As a result it became apparent
that the bank, which within the scope of Basel II
is aiming at implementing the advanced internal
rating based approach {(A-IRBA), can overall look
forward to distinct relicf in respect to risk assets.
In particular the home loan segment will benefit
from the new regulatory requirements. We are
currently expecting a reduction of capital require-
ments by approximately 60% as compared to the
existing Grundsatz I. With a view to this future
impact, the bank therefore acquired a home loan
portfolio in the reporting year, Furthermore, a
moderate reduction in the risk assets required can
be expected within the segment “Specialized
Lending”, which comprises commercial real
estate finance (CRE). Against this background and
by means of detailed analyses, the bank is carrying
out ongoing monitoring and assessment of all
loans for the purposes of gradual portfolio
optimization in keeping with the internal rating
based approach,

For the capital markets business as a whole we
have stated an increase in capital requirements
pursuant to Basel 11. This is particularly true for
loans to borrowers governed by public law. For
Essen Hyp as a traditionally large public-sector
lending institution it is therefore of major importance
that the demonstrably low default probability of
loans to these borrowers is taken into account
when modeling the relevant rating components.
This is the only way to achieve a noticeable reduction
of the risk-adjusted capital allocation in this core
segment in the future.

The Fifth Quantitative Impact Study was carried
out using the Basel II computation module im-
plemented at the bank. Within the scope of an

ongoing review process the bank is gradually
integrating the relevant amendments to the Solvency
Regulation (SolvV) that became final at the end of
the year.

Implementation status. In the past, Essen Hyp

had participated in joint projccts initiated by the
Association of German Pfandbrief Banks (vdp), in
which internal rating components were developed
for the real estate finance business. The 2004 PD
{probability of default) component for commercial
real estate finance has been incorporated into the
bank’s credit procedures and was developed jointly
with BV Risk Solutions of Cologne, a subsidiary
of Bankverlag Kdln,

With reference to our home loan segment, i.e.
residential loans to private custemers, since the
beginning of the reporting year Essen Hyp has
been participating in a scoring procedure developed
by Eurchypo AG to determine default probabilities
in accordance with the Basel 11 requirements.
Internal rating procedures intended to measure
PD for our business segments public-scctor loans
(Federal States (Ldnder) and territorial authorities)
and/or for the capital markets business (banks)
were developed by our parent company and/or
within the scope of joint projects managed by
the vdp and Standard & Poor’s Risk Solutions,
Frankfurt.

As concerns the determination of the LGD (loss
given default) rate for real estate finance (both
commercial loans and home loans) and the sub-
sequent calculation of the future capital require-
ments according to Basel II, the bank joined a
project started by other mortgage banks at an early
stage.

The Basel II computation module thus designed
and implemented at Essen Hyp forms the basis
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which enables us to calculate and evaluate all
financing transactions carried out by the bank
within the scope of either new business or portfolio
transactions in compliance with the pertinent
regulations stipulated by Basel I1.

Further standardization of the rating procedures
and/or the underlying methodology is aimed at
within the Commerzbank Group as part of the
implementation of Basel II. Since the beginning of
the financial year 2007 the bank has therefore been
involved in a Group-wide migration project within
which the rating components for commercial real
estate finance will be integrated into the bank’s
credit procedures.

The components used at Essen Hyp for the capital
markets and public-sector lending business (for
PD and LGD determination) currently already
correspond to the methods and procedures used at
Commerzbank AG.

The migration of the rating procedures is intended
to guarantee optimal allocation of counterparty
risk and best possible management of this type
of risk within the Group via a standardized risk
assessment based on methodical consolidation.
In the past reporting year, the bank’s activities
within the scope of Basel II were already taking
place with a view to the beginning stages of the
supervisory review and certification of the rating
components and calculation procedures. In the first
quarter of 2007, the Bundesbank’s auditors are
expected at Essen Hyp in order to approve the
internal rating procedure for loans 1o banks. While
processing what is commonly referred to as cross-
reference lists, Essen Hyp has laid the foundations
for successful acceptance in collaboration with

our certification specialist colleagues at Commerz-
bank AG and with the support of the Group, via
the consulting company PwC,
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According to current plan, all internal rating
procedures at Essen Hyp will be reviewed by the
banking supervisory authority in 2007.

MaRisk implementation. With the introduction of
the Minimum Requirements for Risk Management
(MaRisk), the German banking supervisory authority
implemented the second pillar of Basel 11 and the
Solvency Regulation (SolvV), the so-called
“Supervisory Review Process”. The MaRisk modify
the Minimum Requirements for Trading Activitics
(MaH), the Minimum Requirements for Lending
Operations (MaK) and the Minimum Requirements
for the Internal Audit (MalR). In addition to the
requirements concerning the formulation of strategy
and the risk taking capability, the MaRisk represent
new quantitative and qualitative requirements as
concerns risk management and monitoring at an
institution. One of the fundamental changes is the
requirement that stipulates adequate risk manage-
ment and controlling processes for interest rate
risk in the investment book. For Essen Hyp, how-
ever, this is nothing new, as much stricter require-
ments based on a gentlemen’s agreement between
the Federal Financial Supervisory Agency (BaFin)
and the mortgage banks used to apply to mortgage
banks prior to the introduction of the Pfandbricf
Act (PfandBG).

To implement the MaRisk requirements, Essen Hyp
has set up an interdisciplinary project group, which
has identified all requirements that are relevant for
the bank’s business and assigned them to partial
projects with specific work packages. The project
group was able to complete most of the projects
already by the end of 2006. Completion of partial
projects still outstanding is planned for the first
half of 2007, Accordingly, the MaRisk will have
been fully implemented in 2007.




Management Report_Risk Report

Risk management and controlling process
Process overview

The risk management process at Essen Hyp com-
prises all activities necessary for a systematic
approach to risk handling at Essen Hyp. It consists
of the following phases: identification, evaluation
(analysis and assessment), control and communi-
cation of risk, as well as monitoring the efficacy
(effectiveness) and efficiency (adequacy) of risk
management measures.

*+ The goal of risk identification is a structured,
detailed and wherever possible complete detection
of all conceivable risk potential to be found at

Essen Hyp in connection with its business pro-
cesses and functional areas. Risk identification

Risk management process map

Identification

Monitoring

Communication

therefore provides the information needed for
subsequent phases.

The bank has implemented early warning
systems that vary as to type and scope on the
basis of the risk potential of our different areas
of business. These systems serve to identify
those loans and positions that begin to show
indications of risk considered to be increased

as compared to Essen Hyp's risk profile. This
enables Essen Hyp to initiate countermeasures
at the earliest possible stage (e.g. intensive treat-
ment of loans).

The goal of strategic risk assessment is to analyze
the risks identified with regard to their risk
potential for the bank, to rank them, and to
represent them on a risk map. This quantitative

Agsessment

Management
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assessment is drawn up in conjunction with a
verbal justification on the basis of the following
parameters: probability of occurrence, risk
significance and controllability.

» (Operating) risk measurement is intended to
determine the actual loss potentials and to
reconcile them with the stipulated limits. The
values thus measured are represented in the
pertinent reports.

* Risk management means active control, i.¢.
actual management of the risk positions
determined as part of the risk identification
and risk analysis phases. Risk management
must be congruent with corporate goals and
the resulting goals of risk management,

» The goal of risk reporting is systematically to
process, concentrate, channel and communicate
the data obtained in connection with the previous
phases.

+ In the last phase of the risk management process,
risk monitoring is intended to ensure that the
actual risk position of Essen Hyp will always
correspond to the targeted risk position stipulated
by the Board of Managing Directors. Therefore,
continuous operating control of the effectiveness
of risk management measures is central to this
phase.

Risk management with dual balance sheet
accounting

Essen Hyp draws up both individual annual financial
statements according to the German Commercial
Code (HGB) and also, within the Group, annual
financial statements according to the International
Accounting Standards/International Financial
Reporting Standards (1AS/IFRS).

By comparison to German commercial law, risk
management according to IAS/IFRS is oriented to
a much greater extent on the fair value principle.
According to this principle, all financial assets and
liabilities, including financial derivatives, must
fundamentally be recognized in the balance sheet

and evaluated in respect to the category to which
they are assigned.

Al financial instruments listed on an “active market”
within the meaning of IAS 39 must be valued at
fair value.

The category “Financial assets held to maturity”

is not used. Market changes are recognized as
either having a positive or a neutral effect on the
profit and loss account. This partial balance sheet
accounting at market values, often referred to as
the “mixed model”, necessitated the total interest
rate book to be structured in partial portfolios within
the scope of the overall bank management. This

is the only way in which balance sheet impacts
according to IAS/IFRS can be kept and managed
within predefined limits, The daily valuation
carried out for the purposes of IAS/IFRS accoun-
ting also helps show up potential effects of asset
liability management measures.

Market risk

Strategy. Market risk is consciously incurred within
the scope of the predefined limits and taking into
account the relevant approval powers in order to
generate earnings.

Qrganization. Active market risk management is
the responsibility of the Capital Markets Division.
Risk controlling is the task of the Market Risk
Department.

Management. Market risk management is both risk
and profits oriented. This involves setting market
risk limits that take into account both the use of the
economic capital and business expectations.

Risk measurement methods. Market risk is determined
on the basis of the value at risk (VaR) concept. For
these purposes, VaR is defined as the maximum
loss of a portfolio over a specified holding period,
where that loss will not be exceeded with a certain
predetermined degree of probability (confidence
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level). General market risk is calculated by means
of historical simulation, and specific market risk is
determined on the basis of a variance-covariance
model.

The VaR is validated by means of back-testing. in
this procedure, the maximum net present value
change in the portfolio forecast by means of the
VaR is compared to the actual changes. In addition
to compliance with regulatory requirements, the
goal of this procedure is to assess and continuously
improve forecast quality.

Stress test and scenario analysis. As the results of
a VaR calculation do not provide conclusions con-
cerning the behavior of a particular portfolio under
extreme market movements, other stress tests are
carried out in addition to the VaR. Stress tests are
calculated with the help of a selection of defined
scenarios that distinctly exceed the range of standard
daily fluctuations in the risk factors. All scenarios
are developed based on historical yields and com-
prise both positive and negative shifts in the yield
curve as well as tilts of the yield curve at certain
key points on the curve. We also simulate other
scenarios that are not extreme but involve other
changes in the market data that are of interest to
Essen Hyp (scenario analysis).

Limits. The level of general and specific market
risk is limited for maximum utilization of the VaR
and for the standardized stress tests. Trading book
transactions are subject to a VaR sub-limit. In
addition, a floor for the overall market value has
been fixed.

Reporting. On a daily basis, the Board of Managing
Directors, the Division Heads, the Head of Treasury
and the Head of Bank Management arc informed

of the trends in Essen Hyp’s market value, the level

of the VaR including the credit spread VaR and of
the utilization of the different risk limits. At the
same time the net present values of the public-sector
and mortgage Pfandbriefe outstanding and their
pertinent cover assets, as well as changes under
defined stress scenarios are also determined and
comumunicated. Furthermore, the Board of Managing
Directors receives, on a monthly basis, detailed
reports from the individual corporate divisions and
departments. The report prepared by the Controlling
Department includes, among other things, informa-
tion on the transactions carried out in the past month,
their impact on the gap report, the development of
the market value and the developments concerning
risk limit utilization. These reports also record the
status of new products if applicable. The monthly
report of the Accounting and Tax Department shows,
among other things, the development of the balance
sheet and profit and loss items according to both the
German Commercial Code (HGB) and 1AS/IFRS.

Trends in market risk figures over the financial year.
As of December 31, 2006 the VaR represented
54.6% of the approved limit. Average limit
utilization in 2006 was 69.8%. The utilization of
the limit for worst case scenarios was 56.3% at the
end of the year, at an average of 56.1% over the
entire year. Essen Hyp incurred almost no currency
or volatility risks in 2006 or significantly eliminated
them by means of hedging instruments.

New developments in the financial year

Trading book institution/active trader. In August 2006
Essen Hyp registered with the Federal Financial
Supervisory Authority (BaFin) as a trading book
institution or active trader. In this capacity it enters
into trading positions for the purpose of the short-
term generation of additional profit, These positions
are taken within the scope of stringently defined
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parameters, Owing to the potentially increased risk
content of these positions, Essen Hyp has seta
sub-limit for the VaR arising out of trading book
positions, approving only certain types of contracts
within the scope of trading book transactions.

New risk calculation approach. With the goal of
achieving the highest possible accuracy and data
security in the calculation of risk ratios, a new risk
calculation method was developed in our informa-
tion systems and implemented into the existing
systems and processes in the course of the reporting
year. Contrary to the concept held to date, in the
new risk calculation ratios are calculated both on
an overall basis and also for individual risk factors
(interest rates, currencies and volatilities) and on
different aggregation levels, which enables diffe-
rentiated market risk monitoring and management.

PRIME conversion. In August of 2006 we converted
our Front Arena Atlas front-end system to Front
Arena PRIME. This facilitates accounting for and
valuation of existing contracts.

Credit risk

Strategy. The credit risk strategy sets the frame-
work for the medium term management of the
capital markets and real estate loan portfolios.
Qur strategy is based on the analysis of the starting
position under our business policy and the estimation
of the future risks and returns linked to the granting
of credit. The credit risk strategy thus constitutes
the foundation for the planned activities in the
capital markets and real estate finance businesses
and defines both the planned products and the target
markets.

Value at risk on a daily basis and on an annual average of the authorized limit in 2006 in %
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Organization. Active management of credit risk takes
place under the joint responsibility of the responsible
front office (Corporate Divisions Capital Markets
and Real Estate Finance) and back office (Corporate
Division Transaction Management) units. Risk
controlling of credit risk at portfolio level is the
responsibility of the Controlling Department.

Management. As an essential core function in
banking, credit risk management is a decisive
competitive factor. Only an institution that is able
to quantify and manage its credit risk on a timely
and systematic basis can meet the increasing require-
ments of its various stakeholders and will in the
future be able to achieve a balanced relationship
between risk and return.

The target portfolio defined in our credit risk strategy
is the benchmark for new business and portfolio
management activities. Credit risk is managed by
means of a limit system that provides for limits for
both issuers and counterparties on an individual
contract level and also for country limits on a port-
folio level. For country risk management purposes
the bank uses Group know-how in addition to its
own expertise. Within the scope of the Group-wide
credit and decision-making process, Essen Hyp is
also included in the parent company’s Group limit
system.

Credit approval and decision-making process. The
conditions for each credit decision are determined
by Essen Hyp’s guidelines on credit approval powers.
Credit approval powers are visually represented as
a matrix whose structure is defined by the type of
borrower, the borrower’s internal rating and the
facility requested by the responsible front office
unit. An integral component of each credit decision
is a creditworthiness analysis of the borrower, which
culminates in the calculation of the borrower’s
internal rating taking into account all default risk

relevant information. To perform creditworthiness
evaluations, Essen Hyp uses different EDP supported
rating systems which are geared to the bank’s
different asset classes.

With the exception of the home loan segment, the
property valuations carried out by the Hyp-Cert
appraisers of Immobilien Expertise GmbH, a sub-
sidiary of Essen Hyp, are of central significance
for the determination of the lending value (Belei-
hungswert). Sustained income from properties to
be mortgaged, as evidenced in the final appraisal
report and taking into account non-recoverable
operating costs, must distinctly exceed principal
and interest payments to the bank and, if applicable,
to other lenders. With the approval of the Super-
visory Board’s Risk Committee, the bank has
developed credit guidelines that stipulate minimum
debt service coverage (DSC) ratios and maximum
loan terms depending on the amortization structure.
In addition, specific portfolio limits are set for
special risks, e.g. construction and development
financing, financing in the East German Federal
States (Ldnder) and selected property types. The
guidelines also list the property types currently not
eligible for lending or on which the bank will lend
only subject to special conditions. A catalogue of
favored target countries is also included in the
guidelines.

Within the levels of credit approval powers, all
credit decisions at the bank require the approval of
the responsible front office unit, and, subsequently,
a second vote from the responsible back office
unit, independently from that issued by the front
office unit. Both votes have to be issued prior to
deciding on a credit application and thus constitute
a prerequisite for decision-making,.

The Credit Committee, chaired by the Chief Risk
Officer, is the central decision-making body within
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the levels of credit approval powers. The Credit
Commiittee intervenes in Essen Hyp’s decision-
making process to bundle risk relevant decisions
and/or to vote on credit reports to be submitted to
the Board of Managing Dircctors.

Credit decisions that are not within the credit
approval powers of Essen Hyp’s Board of Managing
Directors are submitted to the competent units at
Commerzbank AG before being submitted to the
Risk Committee of Essen Hyp’s Supervisory Board
for final decision.

Risk measurement methods. Monitoring compliance
with the bank’s credit risk strategy is the job of
the Controlling Department. In order to ensure
implementation of the risk strategy rules and to
limit risk concentrations, the economic capital tied
up is used as both a reference value and the upper
risk limit for concentration and cluster risk. In
addition, a standard comparison of budgeted and
actual performance of the bank portfolios is also
carricd out on the basis of the target performance
defined in the credit risk strategy.

For individual contracts, credit risk is fundamentally
measured on an annual basis by means of the bank’s
internal credit rating for the borrower, obtained by
means of quantitative and qualitative data, with the
intensity and frequency of the risk measurement
being dependent on the borrower’s level of risk.
The rotational risk measurement for individual
contracts is supplemented with regular rating
migration analyses at portfolio or, where applicable,
sub-portfolio level.

The bank’s ongoing monitoring is supplemented
by an early warning system oriented on the risk
inherent in the different portfolios. This system
is designed to enable Essen Hyp, by means of
quantitative and qualitative indicators and on a
timely basis, to recognize risks affecting borrowers
and to initiate appropriate countermeasures.
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Reporting. The Board of Managing Directors, the
Division Heads and the Supervisery Board / Risk
Committee are comprehensively informed of credit
risk trends by means of the quarterly risk report.
Any credit risks that have been identified are
analyzed in accordance with their essential structural
characteristics (size, country and segment concen-
trations as well as rating distribution) with a view
to determining compliance with the credit risk
strategy. In the report, loans identified as non-
performing are listed and described separately for
the capital markets and the real estate finance
segment. On this basis the Board of Managing
Directors decides on the action to be taken in
regard to significant deviations from the credit risk
strategy and the connected countermeasures.

Provision for possible loan losses. Recognizable
risks in the credit business are appropriately

taken into account by means of specific valuation
allowances and of global valuation allowances for
latent risks. To date we have had no need to form
specific valuation allowances for the loans to
public-sector bodies or entities governed by public
law, or to set aside provisions for these loans.

As far as real estate finance is concerned, in-depth
analyses that produce an estimation of potentially
necessary precautionary measures are carried out
in the course of the year to ensure planning com-
pliance for the bank. For risk provisioning purposes,
specific valuation allowances in respect to credit
risks were formed by using the most realistic value
{MRV} approach. Starting with a rating of 6.1,
which corresponds to default status under Basel 11,
the portions remaining uncovered on application
of the MRV approach have been fully written down
in non-performing leans.

As part of our credit risk strategy we determined
actuarial standard risk costs for both the home loan
segment and commercial real estate finance on the
basis of the existing portfolio quality and structure.
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In view of the fact that some 95% of all home
loans in our portfolio do not exceed 60% of the
property’s lending value (Beleihungswert}, we

use uniform standard risk costs for this business
segment. In the commercial real estate finance
segment, however, standard risk costs are calculated
on the basis of the loan to value ratio. In the course
of further implementation of our internal rating
systems, we will gradually achieve risk adjusted
pricing by calculating standard risk costs based on
the expected loss.

Cover pool risk management
§ 27 Scc. | of the German Pfandbrief Act (PfandBG)
requires Pfandbrief banks to implement an appro-

priate risk management system that stipulates
appropriate instruments and regulations concerning
management, monitoring and control, in particular
as relates to risks arising out of credits included in
the cover pool and from the issuance of Pfandbriefe
resulting therefrom. In this connection we have
implemented a global, bank-wide risk management
system that meets the special requirements of § 27
PfandBG. The duty of transparency pursuant to

§ 28 PfandBG is also complied with,

Public-sector loans and securities issued by other
borrowers. Our public-sector cover assets amounted
to €76.3bn at the end of the reporting year. The high
quality of these assets is reflected on the one hand

Structure of our public-sector cover pool as of December 31, 2006

in %

Total; €76.3bn

B The German Federa! Government, the
Federal Government's Special Fund and
the German Federal States {Linder)

Towns and municipalities, municipal
special purpose associations, non-profit
organizations and loans guaranteed by
municipal authorities

B Public-sector credit institutions with
special tasks

B Credit institutions governed by public
law {including ciaims guaranteed by
these), savings banks and German
credit institutions governed by private law

Foreign territorial authorities, foreign
institutions governed by public law and
foreign credit institutions
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in a lower average risk weighting pursuant to
Grundsatz I and, on the other hand, in the external
ratings assigned by the international rating agencies.
In accordance with Grundsatz 1, 72.7% of these
assets are classified as having a risk weighting of
0%, 0.9% would be weighted at 10% and 26.4%
at 20%. An analysis of the credit portfolio from a
rating point of view shows that 37.7% of the cover
assets are rated triple A, 33.6% double A, 13.7%
single A and 1.2% triple B. Assets that are not
externally rated make up 13.8% of all loans included
in the cover pool, consisting to 54% of loans to
credit institutions governed by public law, domestic
private banks and savings banks and to 46% of

claims on domestic and foreign public-sector
entities and public-sector institutions that according
to our own creditworthiness analysis also enjoy
excellent credit quality.

As a basic principle, an investment grade rating

1s required for the granting of loans not eligible
for cover to foreign public-sector entities and other
borrowers. As of December 31, 2006 loans to these
borrowers (not including derivatives) totaled
€1.2bn, Of these loans, 0.8% are rated triple A,
9.8% double A, 78.9% single A and 9.4% triple B.
No external rating is recorded for 1.1% of these
loans.

Rating of public-sector cover assets as of December 31, 2006

Standard & Poor's / Moody's / FilchRatings in€m in %
AAA [ Aaa / AAA 28,810 3r.7
AA+ ! Aal | AA+ 6,658 8.7
AA [ As2 [ AA 4,777 6.3
AA- [/ Aa3 | AA- 14,192 18.6
A+ /A1 7 A+ 7.218 8.5
AlA2/A 2,561 34
A- /A3 A- 635 0.8
BBB+ / Baal / BBB+ 808 141

BBB / Baa2 / BBB 83 0.1

Not rated 10,582 13.8
Total 76,342 100.0
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Derivatives. The bank reduces its counterparty risk
by means of bilateral framework agreements that
as a rule include netting agreements. This aspect,
too, is subject to a standard Group regulation. The
breakdown of our derivatives portfolio by counter-
party rating is shown in the following table (see
also page 110 in the notes to the annual financial
statements):

Counterparty ratings in € m/remaining time to maturity

Rating <1 year 1-5years >86 years Total
Triple A 250 698 2,530 3,478
Double A 12,044 34,109 23,251 69,404
Single A 20,047 42,876 43,387 106,310
Triple B 0 0 0 o
Not rated 4932 17,065 13,821 35,908
Total 37,273 04,738 83,089 215,100
The counterparties not rated are German sub-

sidiaries of foreign financial and credit institutions

which in turn enjoy good credit ratings. The volumes

involved are shown in the following table. In this

table, we have assigned the rating of these foreign

financial and credit institutions to our counterparties

as an “implicit rating”.

Implicit counterparty ratings in € m/remaining time to maturity

Rating <1 year 1- 5 years >5 years Total
Double A 1,150 3,046 1,771 5,867
Single A 3,782 14,008 12,150 20,041
Total 4,932 17,065 13,921 35,908
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These derivatives are used exclusively to hedge the
interest rate risk at the individual contract and/or
portfolio level and to manage the overall interest
rate book in regard to returns and interest risk
profile.

Essen Hyp’s interest-bearing positions are valued
on a daily basis. Information on the calculated total
market value is provided daily to the Board of
Managing Directors, the Head of Treasury and the
Head of Bank Management. As a part of Essen
Hyp’s limit system, a floor for the market value
has been fixed, which is to ensure that the overall
market value never falls short of a predefined
minimum amount.

Net present value of the Pfandbrief cover. We calcu-
late the net present valuc of our Pfandbricf cover
on a daily basis. We are required by law to main-
tain a surplus cover of 2% at all times. Our internal
rule requires 2.5%. Pursuant to § 4 Sec. 2 PfandBG
this surplus cover is calculated on the basis of the
net present value of the cover pool while assuming
the required stress tests. These stress tests ensure
that the surplus cover of 2% is also met in the
event of interest rate movements. For its stress test
calculations Essen Hyp employs the dynamic method,
which uses the value at risk method based on the
interest rate movements over the previous 250
trading days. Under stress test conditions, average
surplus cover available at all times was 5.5% for

Net present value surplus cover of our public-sector Pfandbriefe in € bn
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@ Net present value of our public-sector cover pool

8l Net present value of public-sector Pfandbriefe outstanding

Net present value surplus cover
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Net present value surplus cover of our mortgage Pfandbriefe in € bn
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H Net present value of our mortgage cover pool

B Net present value of mortgage Pfandbriefe outstanding

Net present value surplus cover

public-sector Pfandbricfe, and 10.6% for mortgage
Pfandbriefe. No replacement was arranged for a
large volume mortgage Pfandbrief which fell due
in October.

Liquldity risk

Strategy. The goal of liquidity risk management

is to ensure that Essen Hyp is solvent at all times
and not subject to any impairment. With this aim,
Essen Hyp pursues the concept of matching long-
term maturities, usually referred to as the “stable
funding concept”. This means that long-term loans
are predominantly funded on a long-term basis.

When evaluating the liquidity situation it is impor-
tant to bear in mind that the assets in the segments
public-sector loans, loans to banks and corporate
loans are highly liquid and can thus, within the
scope of nominal surplus cover, be sold and/or
placed on the repo market if necessary.

QOrganization. Ensuring constant payment ability at
all times is the job of the Treasury Department.
Measurement and monitoring of the liquidity risk
are the responsibilities of the Controlling and
Accounting and Tax Departments.
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Management. Liquidity risk management is based
on the Group’s available net liquidity (ANL)
concept, which was, to a large extent, introduced
during the reporting vear and has already been
implemented into the pertinent processes and
procedures. In addition, liquidity risk is managed
in accordance with the regulatory liquidity ratio as
set out in Grundsatz 1.

Risk measurement methods. The calculation of
the liquidity ratio according to Grundsatz Il is
the responsibility of the Accounting and Tax
Department. According to this principle, a credit
institution’s liquidity is considered to be assured
when the weighted liquid assets available to it
within 30 days cover the weighted payment
obligations callable during this period. In the
reporting year the liquidity ratio was between 1.1 and
1.5 and thus at all times higher than the minimum
ratio of 1.0 required by the supervisory authorities.

In addition, the bank determines liquidity risk by
representing the level of mismatches in the form
of a cash flow gap analysis. The mismatches are
compared to existing short-term funding lines plus
the liquidity reserve, which enables an assessment
of the liquidity position.

Using the ANL concept, legal and economic cash
flows are calculated for both balance sheet and non-
balance sheet items. A compensation instrument,
called balance sheet liquidity, is being developed
for potential future liquidity gaps. This liquidity
reserve results from borrowing on or disposing of
liquid assets.

Reporting. The Treasury Department’s liquidity
forecast is submitted to the Board of Managing
Directors on a daily basis. The Board of Managing
Directors is regularly informed of Essen Hyp’s
liquidity situation as part of the quarterly risk
report.

Development of our liquidity ratic in accordance with Grundsatz /i
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Operational risk

Strategy. One of Essen Hyp’s ongoing concerns is
to keep operational risk at the lowest level possible
in order to affect the economic capital as little as
possible. To achieve this, we are very demanding
in regard to process quality. In addition, we are
forcing introduction of an IT standard and continue
to develop employee sensitivity in regard to opera-
tional risk on an ongoing basis.

Organization. Essen Hyp has appeinted an Op-Risk
Controller in the Controlling Department, who is
in constant contact with the Op-Risk Department
of Commerzbank AG. The managers of each indi-
vidual business unit and department are responsible
for managing operational risk within their unit or
department.

Management. Various different options are available
to the Heads of Essen Hyp’s business units and
departments. The essential issue is whether risks
are consciously incurred, or, rather, reduced
and/or entirely prevented, avoided or transferred
(for example via an insurance policy).

Risk measurement methods. Operational risk is
measured on the basis of internal and external loss
data and qualitative information concerning the
business environment and the process quality.
This information is gathered within the scope of a
Quality Self Assessment (QSA). Loss distribution
is determined by means of Monte-Carlo simulation
. models.

Reporting, The Op-Risk Department regularly
produces reports on operational risk in the IT,
Personnel and Legal Departments. These reports
are reviewed in the Risk Committee meetings
and are regularly presented and discussed in the
meetings of the Board of Managing Directors. Any
operational losses including legal risk are reported
on a regular basis to the Board of Managing
Directors and/or to the Risk Committee.

Developments over the reporting year. Op-Risk
Controlling focused on the implementation of
the requirements for obtaining AMA (Advanced
Measurement Approach) certification within the
Group. This included the following points;

In cooperation with Commerzbank AG, a new
Qualitative Self Assessment was carried out in the
fourth quarter of 2006. With the aid of question-
naire modules, experts from selected business
units of Essen Hyp evaluated the quality of vanious
processes, e.g. in the personnel, compliance and

IT areas. The results will be assessed in the first
quarter of 2007, following which any necessary
measures will be taken.

After drawing up the risk inventory, a dialogue with
staff helped identify and evaluate typical sources of
operational risk and the losses they could engender.
The result, in the form of a risk map, shows the
areas of the bank in which operational risks can
develop and ranks the risk potential in an evaluation
queue.
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Owing to the significant use of IT systems and
EDP applications, the cooperation between the
Op-Risk Department and the Corporate Division
Services has been further expanded. The goal of
this cooperation is to ensure the functionality of
the bank’s IT environment so as to reduce and/or
entirely avoid or prevent operational losses.

Summary and prospects

Over the reporting year, Essen Hyp has continued
to develop its risk management and controlling
system. The importance of risk management for a
risk and return oriented overall bank management
will continue to grow. Against this background, in
the future we will also continue to develop our

risk measurement and management processes and
procedures at a high level and on an ongoing basis
in concordance with forward-looking risk measure-
ment methods. This course of action aims at ensuring
optimum capital allocation. We have already reported
on the risks that are of importance for an overall
assessment. No other risk criteria or portfolio
jeopardizing events became apparent over the
reporting year. From the current perspective, no
risks are apparent in the period covered by the
forecast that would endanger the continuation of
Essen Hyp as a going concern. We ensured that the
nisk coverage potential would at all times be distinctly
above the level of risk incurred. The bank’s risk
taking capability was therefore assured at all times.
As far as recognizable risks are concerned, within
the scope of the annual financial statements we have
taken the appropriate measures by means of write-

offs, specific valuation allowances and provisions
for reserves.

Overall we pursue the goal of managing the total
market risk position in a manner such that by
assigning economic capital to the different business
segments the overall risk position is reduced without
compromising profitability.
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